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MILK  IN  THE  GREATER  BOSTON, 
MASS.;  NEW  YORK-NEW  JERSEY; 
PHILADELPHIA,  PA.;  SOUTHEAST¬ 
ERN  NEW  ENGLAND;  SPRINGFIELD, 
MASS.;  UPPER  CHESAPEAKE  BAY; 
WASHINGTON,  D.C.;  WORCESTER, 
MASS.;  WILMINGTON,  DEL.,  AND 
CONNECTICUT  MARKETING  AREAS 

Notice  of  Recommended  Decision  and 
Opportunity  To  File  Written  Excep¬ 
tions  on  Proposed  Amendments  to 
Tentative  Marketing  Agreements 
and  Orders 

Pursuant  to  the  provisions  of  the  Agri¬ 
cultural  Marketing  Agreement  Act  of 
1937,  as  amended  (7  U.S.C.  601  et  seq.), 
and  the  applicable  rules  of  practice  and 
procedure  governing  the  formulation  of 
marketing  agreements  and  marketing 
orders  [(7  CFR  Part  900)  (7  CFR  Chap¬ 
ter  X  note)  1  notice  is  hereby  given  of 
the  filing  with  the  Hearing  Clerk  of  this 
recommended  decision  with  respect  to 
proposed  amendments  to  the  respective 
tentative  marketing  agreements  and 
orders  regulating  the  handling  of  milk 
in  the  Greater  Boston,  New  York-New 
Jersey,  Philadelphia,  Southeastern  New 
England,  Springfield,  Upper  Chesapeake 
Bay,  Washington,  D.C.,  Worcester,  Wil¬ 
mington,  and  Connecticut  marketing 
areas.  Interested  parties  may  file  writ¬ 
ten  exceptions  to  this  decision  with  the 
Hearing  Clerk,  United  States  Depart¬ 
ment  of  Agriculture,  Washington  25, 
D.C.,  not  later  than  close  of  business  the 
20th  day  after  publication  of  this  deci¬ 
sion  in  the  Federal  Register.  The  ex¬ 
ceptions  should  be  filed  in  six  copies. 

Preliminary  statement.  The  hearing, 
on  the  record  of  which  the  proposed 


amendments,  as  hereinafter  set  forth, 
to  the  said  tentative  marketing  agree¬ 
ments  and  to  the  orders  were  formulated, 
was  conducted  at  New  York  City  during 
the  periods  June  19-30  and  July  10- 
August  2, 1961,  pursuant  to  notice  thereof 
issued  June  2,  1961  (26  F.R.  5075) . 

The  hearing,  which  lasted  28  days  and 
consisted  of  over  5200  pages  of  testimony 
accompanied  by  110  exhibits,  was  con¬ 
cerned  primarily  with  the  problem  of 
establishing  appropriate  prices  for  re¬ 
serve  milk  in  the  ten  Federally-regulated 
fluid  milk  markets  in  the  Northeastern 
section  of  the  United  States.  From  this 
general  problem  three  central  issues 
arose. 

The  first  issue  related  to  the  propriety 
of  the  existing  relationship  between  re¬ 
serve  milk  prices  in  the  Northeastern 
Federally-regulated  markets  and  prices 
paid  dairy  farmers  for  milk  of  manufac¬ 
turing  grade  at  Midwestern  plants.  This 
was  the  dominant  issue  at  the  hearing, 
with  a  variety  of  price  formula  proposals 
presented  for  establishing  appropriate 
price  relationships. 

The  several  proposals  offered,  and  the 
testimony  presented  in  support  thereof, 
ranged  from  suggestions  to  lower  the 
Class  HI  milk  price  under  Order  No.  2 1 
for  the  New  York-New  Jersey  market, 
including  the  reinstatement  of  the  but¬ 
ter-cheese  differential  at  four  cents  per 
pound  of  butterfat  during  all  months  of 
the  year,  and  to  reduce  Class  II  milk 
prices  in  the  five  New  England  Federal 
order  markets,  to  proposed  increases  in 
the  prices  of  such  respective  classes  and 
in  the  comparable  classes  of  the  other 
Northeastern  markets  up  to  at  least  the 
level  of  the  prices  paid  dairy  farmers  for 
manufacturing  grade  milk  in  the  Mid¬ 
west  as  reflected  by  the  “Minnesota- 
Wisconsin  Manufacturing  Grade  Milk- 
Price  Series”  (compiled  by  the  Agricul¬ 
tural  Estimates  Division,  U.S.D.A.) .  The 
focal  point  of  the  controversy  involved 
in  this  issue  was  a  proposal  to  use  such 
Minnesota  -  Wisconsin  price  series  as  the 
basis  for  Class  in  milk  prices  under 
Order  No.  2. 

It  was  the  general  position  of  Mid¬ 
western  representatives  of  processors, 


1  Formerly  Order  No.  27. 


cooperatives  and  others,  including  repre¬ 
sentatives  of  the  States  of  Minnesota  and 
Wisconsin,  testifying  at  the  hearing,  that 
prices  resulting  from  the  present  Class 
III  price  formula  in  Order  No.  2  are  too 
low  in  relation  to  prices  paid  farmers  for 
manufacturing  grade  milk  at  Minnesota 
and  Wisconsin  plants,  producing  com¬ 
petitive  disadvantage  to  Midwestern 
processors  in  the  sale  of  the  “hard” 
products  of  milk,  such  as  butter,  nonfat 
dry  milk  and  Cheddar  cheese,  in  Eastern 
seaboard  markets. 

Such  representatives  contended  fur¬ 
ther  that  the  profitability  to  New  York- 
New  Jersey  market  processors  of  manu¬ 
facturing  products  in  Class  in  milk 
tends  to  depress  the  manufactured  prod¬ 
ucts  market  generally  by  adding  to  the 
national  surplus,  to  the  detriment  of  all 
farmers  producing  for  this  market.  An 
appeal  was  made  that  the  Federal  Gov¬ 
ernment  should  revise  price  levels  in  the 
Northeastern  markets,  particularly  in 
the  New  York-New  Jersey  market,  to 
insure  a  pricing  policy  for  milk  over  and 
above  fluid  requirements  more  consistent 
with  the  price  aims  of  the  national  dairy 
price  support  program  and  to  provide 
equitable  pricing  to  Midwestern  dairy 
farmers. 

Although  not  adhering  to  any  specific 
price  formula  to  attain  these  ends,  Mid¬ 
western  representatives  proposed  rather 
that  the  Northeastern  markets’  minimum 
prices  for  surplus  milk  ‘‘be  fixed  at  the 
highest  level  that  a  handler  with  rea¬ 
sonably  efficient  operations  could  afford 
to  pay  for  such  milk,  who  processes  said 
milk  into  k) -called  hard  products,  so 
that  such  handler  would  not  have  a  com¬ 
petitive  advantage  in  the  marketing  of 
such  hard  products  in  the  domestic  mar¬ 
ket.”  They  recommended,  in  this  con¬ 
nection,  careful  consideration  of  the 
Minnesota-Wisconsin  pay  price  series  to 
obtain  the  desired  result. 

Three  of  the  four  major  producer  co¬ 
operative  groups  in  the  New  York-New 
Jersey  market  and  representatives  of 
handlers  of  milk  in  that  market  strongly 
opposed  the  use  of  such  series  for  pricing 
Class  HI  milk  in  the  New  York-New 
Jersey  market.  In  support  of  their  gen¬ 
eral  position  they  testified  that  the  series 
is  based  on  dairy  farmer  pay  prices  in 
an  area  approximately  1,000  miles  from 
the  New  York-New  Jersey  milkshed 
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where  the  seasonality  of  production,  ratio 
of  supply  to  demand,  and  other  competi¬ 
tive  factors  differ  substantially  from  con¬ 
ditions  in  the  New  York-New  Jersey 
milkshed.  They  seriously  questioned  the 
use  of  a  price  series  which,  at  the  time 
of  the  hearing,  had  not  yet  been  estab¬ 
lished  statistically  and  under  which  no 
experience  had  been  gained  to  test  its 
effects  on  price  levels  under  Order  No.  2. 
They  maintained  that  the  pricing  of  over 
$200  million  worth  of  surplus  milk  per 
year  in  Northeastern  markets,  where  a 
one-cent  change  in  the  price  can  amount 
to  $60,000  per  month  in  milk  value,  is  too 
important  a  matter  for  reliance  upon  an 
untested  price  series. 

The  second  issue  involved  the  relative 
levels  of  reserve  milk  (manufacturing 
class)  prices  in  the  ten  Northeastern 
fluid  milk  markets,  particularly  in  re¬ 
spect  of  problems  of  competition  among 
processors  in  the  sale  of  such  products 
as  cream,  ice  cream,  ice  cream  mix,  and 
condensed  skim  milk  in  these  markets 
and  adjacent  areas.  Although  there  were 
differences  in  the  methods  proposed  for 
bringing  about  price  alignment,  all  wit¬ 
nesses  except  one,  who  testified  in  regard 
to  this  issue,  supported  close  alignment 
of  the  manufacturing  class  prices  in  the 
ten  orders. 

There  also  was  testimony  by  several 
New  York-New  Jersey  market  handler 
representatives  to  the  effect  that  extreme 
emergency  conditions  existed  in  the  New 
York-New  Jersey  milkshed  while  the 
hearing  was  in  progress  and  that  im¬ 
mediate  action  should  be  taken  to  sus¬ 
pend  the  seasonal  factors  in  the  Class  III 
formula  of  Order  No.  2  for  the  fall 
months  of  1961.  A  representative  of 
several  New  England  producer  coopera¬ 
tive  associations  testified  that  the  sea¬ 
sonal  factors  in  the  Class  n  price  formula 
of  the  respective  New  England  orders 
should  be  suspended,  if  necessary,  to  a 
level  which  would  provide  uniformity  of 
surplus  prices  on  a  month-to-month 
basis  as  between  New  England  and  the 
New  York-New  Jersey  markets  during 
the  remainder  of  1961.  The  suspension 
proposals  on  which  this  testimony  was 
offered  were  denied  by  determination  is¬ 
sued  August  11,  1961,  and  no  further 
findings  are  necessary  on  this  matter. 

The  third  main  issue  was  concerned 
with  the  proposition  that  at  certain  times 
more  milk  will  be  produced  than  han¬ 
dlers  operating  under  the  classified  pric¬ 
ing  system  will  be  willing  to  accept  at 
the  specified  minimum  class  prices  in  an 
order.  Certain  cooperative  associations 
in  the  New  York-New  Jersey  market, 
supporting  this  view,  submitted  a  pro¬ 
posed  plan  to  handle  such  “excess  sur¬ 
plus”  milk  through  a  cooperative  market¬ 
ing  agency  and  to  price  this  milk  under 
the  orders  on  the  basis  of  the  return  for 
the  products  of  the  milk  as  disposed  of 
under  the  Federal  dairy  products  price 
support  program,  less  the  expenses  of 
handling  and  processing.  The  plan  de¬ 
veloped  considerable  opposition  from 
New  York-New  Jersey  handlers  and  New 
England-based  cooperatives. 

More  briefly  described,  the  material 
issues  on  the  record  of  the  hearing  relate 
to: 


(1)  The  establishment  of  pricing  pro¬ 
visions  for  Class  III  milk  under  the  New 
York-New  Jersey  order  and  for  Class  II 
milk  under,  respectively,  the  Greater 
Boston,  Massachusetts;  Philadelphia, 
Pennsylvania;  Southeastern  New  Eng¬ 
land;  Springfield,  Massachusetts;  Upper 
Chesapeake  Bay;  Washington,  D.C.; 
Worcester,  Massachusetts;  Wilmington, 
Delaware,  and  Connecticut  orders  which 
are  appropriately  related:  (a)  to  the 
value  of  milk  in  the  Midwest  for  manu¬ 
facturing  uses  and  (b)  to  each  other 
(discussed  below  as  Issues  Nos.  1  and  2) ; 
This  involves  consideration  of  the  type 
and  kind  of  formula  or  formulas  to  be 
used  under  the  respective  orders,  in¬ 
cluding  the  continued  applicability  of 
the  butter-cheese  adjustment  presently 
contained  in  the  New  York-New  Jersey 
order; 

(2)  Provision  for  the  separate  and 
flexible  pricing  of  “excess”  surplus  milk 
marketed  by  or  for  the  account  of  an  in¬ 
corporated  cooperative  marketing  agency 
under  the  Federal  government’s  price 
support  program  for  dairy  products  (dis¬ 
cussed  below  as  Issue  No.  3) . 

The  hearing  was  called  following  the 
submission  of  amendment  proposals  ap¬ 
plicable  to  the  ten  orders  by  the  principal 
cooperative  associations  of  producers  in 
the  several  New  England,  the  New  York- 
New  Jersey,  and  the  Philadelphia  and 
Wilmington  markets,  and  by  certain  co¬ 
operatives  operating  in  the  states  of 
Wisconsin  and  Minnesota.  Certain  han¬ 
dlers  individually,  and  the  principal  han¬ 
dler  associations,  in  the  New  York-New 
Jersey  market  and  certain  processors 
of  milk  produced  in  Wisconsin  and  Kan¬ 
sas  also  submitted  amendment  proposals 
affecting  one  or  more  of  the  subject 
orders. 

The  proposals  submitted,  and  the  testi¬ 
mony  presented  by  proponents  and 
others  in  support  thereof,  were  directed 
to  the  following  types  of  pricing  formulas 
for  the  respective  reserve  classes  of  milk 
under  such  orders : 

(1)  A  formula  (of  the  general  type  in 
current  use  in  the  New  York-New  Jersey 
market)  based  on  central  market  prices 
for  Grade  A  (92-score)  butter  at  New 
York  City  and  nonfat  dry  milk  at  Chi¬ 
cago  area  manufacturing  plants  or  at 
New  York  City,  minus  an  allowance  for 
handling,  including  several  variations  as 
follows: 

(a)  Provision  for  a  “basic”  manu¬ 
facturing  price  formula  containing  sepa¬ 
rate  fat  and  skim  values  [(92-Score  but¬ 
ter,  New  York  City  +2  centsX3.5— 29 
cents) +( average  price  of  spray  process 
nonfat  dry  milk  at  Chicago  area  plants 
—6  centsX7.8)l.  Seasonal  adjustments 
to  the  class  price  would  be  made  when¬ 
ever  the  percentage  of  total  producer  re¬ 
ceipts  allocated  to  Class  I  exceed  a  speci¬ 
fied  amount. 

(b)  Revision  of  the  relative  produc¬ 
tion  weights  given  to  roller  and  spray 
process  nonfat  dry  milk  and  an  increase 
in  the  yield  factor  for  nonfat  dry  milk. 

(c)  Elimination  of  seasonal  adjust¬ 
ments  in  the  pricing  of  reserve  milk. 

(d)  Use  of  the  average  price  of  spray 
process  nonfat  dry  milk  minus  one  cent, 
with  preference  to  prices  reported  in 
“The  Producers  Price-Current”. 


(e)  Adoption  of  offsetting  plus  and 
minus  seasonal  differentials  in  the  Class 
III  price  formula. 

(f)  Addition  of  one  cent  to  the 
monthly  average  price  of  Grade  A  butter 
at  New  York. 

(g)  The  following  proposals  relating 
to  the  differential  pricing  of  milk  for 
butter  and  cheese  within  the  reserve  class 
(at  present  only  the  New  York-New  Jer¬ 
sey  order  results  in  such  differential 
pricing)  were  offered: 

(1)  Establish  a  differential  of  four 
cents  per  pound  of  butterfat  to  be  ap¬ 
plicable  in  all  months,  except  August 
through  November  if  a  seasonal  adjust¬ 
ment,  as  explained  in  (a)  above,  is  added 
to  the  class  price  during  those  months. 

(ii)  Make  the  differential  applicable 
during  the  months  of  August  through 
November,  when  the  percentage  of  Class 
III  milk  during  the  month  exceeds  35 
percent  of  total  receipts. 

(iii)  Provide  a  differential  of  three 
cents  per  pound  of  butterfat  during  the 
months  of  July  through  February  and 
four  cents  during  the  months  of  March 
through  June. 

(iv)  Provide  in  the  New  York-New 
Jersey  order  only,  a  differential  of  four 
cents  per  pound  of  butterfat  in  all 
months  of  the  year. 

(2)  The  “Minnesota- Wisconsin  Man¬ 
ufacturing  Grade  Milk-Price  Series”. 

(3)  The  “U.S.  Average  Manufacturing 
Grade  Milk-Price  Series”. 

(4)  A  “reverse”  supply-demand  ad¬ 
justment  factor  for  the  Philadelphia  and 
Wilmington  Class  n  price  formulas  to 
operate  as  follows:  Increase  or  decrease 
the  surplus  class  price  as  the  proportion 
of  the  receipts  allocated  to  such  class  in¬ 
creases,  or  decreases,  respectively,  from 
the  necessary  quantity  of  reserve  milk 
over  the  immediately  preceding  12 
months  (proponent  suggested  a  like  ad¬ 
justment  for  the  New  York-New  Jersey 
order  also),  with  a  maximum  price  de¬ 
viation  of  plus  or  minus  25  cents  per 
hundredweight  from  the  New  York-New 
Jersey  Class  III  price. 

(5)  A  revised  method,  made  with  ref¬ 
erence  to  the  Philadelphia  and  Wilming¬ 
ton  orders  only,  of  computing  the  aver¬ 
age  price  of  cream  at  Philadelphia  as 
used  in  such  orders,  and  addition  of  a 
“sub-Class  II”  price  during  the  spring 
months  for  milk  in  certain  products. 

Much  of  the  testimony  adduced  at  the 
hearing  centered  around  the  question  of 
the  type  of  formula  most  appropriate  for 
fixing  the  minimum  level  of  price  for 
Class  III  milk  in  the  New  York-New  Jer¬ 
sey  market.  Because  of  the  dominant 
position  of  the  New  York-New  Jersey 
market  in  the  controversies  involved, 
major  emphasis  is  given  first  to  the  es¬ 
tablishment  of  an  appropriate  formula 
for  determination  of  the  Class  III  milk 
price  in  Order  No.  2  (Issue  No.  1).  A 
discussion  of  testimony  relating  to  the 
need  for  appropriate  alignment  of  prices 
among  all  ten  Northeastern  markets  is 
set  forth  below  under  the  heading  Issue 
No.  2. 

Findings  and  conclusions.  The  follow¬ 
ing  findings  and  Conclusions  on  the  ma¬ 
terial  issues  are  based  on  evidence  pre- 
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sented  at  the  hearing  and  the  record 
thereof. 

Issue  No.  1 

Testimony  of  proponents  of  the  prod¬ 
uct  price  minus  handling  allowance  type 
of  formula.  At  the  present  time  mini¬ 
mum  prices  to  producers  for  Class  III 
milk  in  the  New  York-New  Jersey  Fed¬ 
eral  milk  order  are  based  upon  the  mar¬ 
ket  prices  of  butter  and  nonfat  dry  milk. 
Basically,  the  price  each  month  is  de¬ 
termined  by  first  adding  two  cents  to 
the  monthly  average  price  of  U.S.  Grade 
A  (92-Score)  butter  in  New  York  City. 
This  value  is  then  multiplied  by  1.22  to 
determine  the  value  of  one  pound  of 
butterfat,  which  is  then  multiplied  by 
3.5  to  arrive  at  the  value  of  butterfat 
in  3.5  percent  milk.  To  this  value  is 
added  the  product  of  multiplying  the 
weighted  average  price  of  nonfat  dry 
milk  made  by  the  roller  (weighted  70) 
and  spray  (weighted  30)  process,  f.o.b. 
manufacturing  plants  in  the  Chicago 
area,  by  7.8.  From  this  total  is  deducted 
a  “make  (processing)  allowance”  of  80 
cents.  A  seasonal  adjustment  is  then 
added. 

The  above  computation,  except  for  an 
additional  3  cents  added  to  the  average 
butter  price  when  Class  III  utilization 
is  relatively  low  during  August  through 
February,  is  the  formula  used  ejich 
month  to  determine  the  monthly  price  of 
Class  III  milk  in  Order  No.  2.  During 
December  through  July,  however,  butter¬ 
fat  in  milk  used  in  the  manufacture  of 
butter  and  certain  types  of  cheese  is 
priced  at  certain  specified  differentials 
below  such  Class  III  price. 

New  York-New  Jersey  market  pro¬ 
ponents  of  the  “product  price  minus 
handling  allowance”  type  of  formula 
maintained  that  this  type  of  formula  is 
the  one  better  adapted  to  pricing  milk 
for  manufacturing  in  the  Northeast,  and 
more  particularly  in  the  New  York-New 
Jersey  milkshed,  than  any  series  of  prices 
paid  dairy  farmers  at  milk  manufactur¬ 
ing  plants  located  several  huridred  miles 
away  in  the  Midwest.  They  testified 
that  their  receiving  and  manufacturing 
costs  for  Class  III  milk  products  are 
higher  than  in  the  Midwest  because 
practically  all  milk  in  the  supply  area 
is  eligible  for  fluid  use,  with  the  alleged 
consequence  that  seasonal  variations  in 
the  quantities  of  milk  available  for 
manufacturing  in  Class  III  are  much 
greater  than  in  the  Midwest,  causing 
the  cost  of  maintaining  standby  manu¬ 
facturing  facilities  to  be  relatively  high 
in  terms  of  per  unit  output.  It  was 
contended  from  this  that  the  use  of  a 
pay  price  series,  such  as  the  proposed 
“Minnesota-Wisconsin”  price  series,  does 
not  reflect  marketing  conditions  in  the 
Northeast  and  thus  would  not  result  in 
Class  III  prices  at  a  level  which  would 
“clear  the  market”. 

In  supporting  the  use  of  the  product 
price  minus  processing  allowance  type 
of  formula,  proponents  claimed  that  this 
formula  reflects  the  prices  that  handlers 
under  the  order  actually  receive  for  the 
finished  products,  and  that  it  is  most 
appropriate  that  the  processing  costs 
of  such  handlers  should  be  specifically 
and  directly  reflected  in  the  formula. 


It  was  testified  that  large  quantities  of 
reserve  milk  in  the  Northeast  are  used 
in  the  manufacture  of  ice  cream  and 
that  high  quality,  unsalted  butter  and 
nonfat  dry  milk  can  be  substituted 
readily  for  pool  milk  in  its  production, 
to  wit.,  the  Class  III  price  should  be 
based  directly  on  the  market  prices  of 
butter  and  nonfat  dry  milk. 

Additional  testimony  was  presented  to 
show  how  conditions  affecting  the  man¬ 
ufacture  of  milk  in  the  Northeast  differ 
from  those  in  the  Midwest.  It  was 
maintained  that  the  Northeast  and  the 
Midwest  are  distinct  and  separate  pro-  J 
duction  areas.  It  was  testified  in  this 
regard  that  (a)  a  hundredweight  of  milk 
of  similar  butterfat  content  yields  less 
cheddar-cheese  in  New  York  State  than 
in  Wisconsin,  and  (b)  Wisconsin  milk  is 
delivered  directly  from  the  farm  to  the 
cheese  plant  whereas  in  New  York  State 
receiving  (feeder)  stations  receive  much 
of  the  milk  before  it  is  transferred  to  the 
manufacturing  plant,  thus  increasing 
delivery  costs  from  farm  to  manufactur¬ 
ing  plant. 

It  was  stressed  that  butter  and  cheese 
are  relatively  more  important  uses  for 
manufacturing  milk  in  the  Midwest 
while  ice  cream  and  other  frozen  prod¬ 
ucts  are  the  important  uses  of  manu¬ 
facturing  milk  in  the  Northeast.  New 
York  plants  must  maintain  fluid  market 
health  approval,  with  resulting  higher 
field  and  inspection  expenses.  From 
this  it  was  argued  that  if  a  price  series 
such  as  the  “Minnesota-Wisconsin”  se¬ 
ries  had  been  used  during  the  fall  and 
winter  months  of  1960  and  1961,  any 
increase  that  would  have  resulted  from 
it  would  have  aggravated  a  difficult  sur¬ 
plus  situation. 

One  handler  witness  presented  statis¬ 
tical  data  to  show  that  prices  paid  for 
Class  III  milk  in  the  New  York-New  Jer¬ 
sey  market  compare  favorably  with 
prices  paid  for  milk  for  manufacturing 
into  different  specified  products  in 
nearby  states.  Prices  paid  at  conden- 
saries,  creameries  and  cheese  factories 
decline  as  distances  from  the  states  of 
Minnesota  and  Wisconsin  increase. 
Comparisons  were  made  for  Minnesota- 
Wisconsin  and  (a)  states  to  the  East 
toward  the  Atlantic  seaboard,  (b)  states 
to  the  South  toward  the  deficit  milk  pro¬ 
duction  areas  in  the  Southeast,  and  (c) 
states  to  the  Southwest. 

The  principal  competitive  sources  of 
supplies  for  Class  III  milk  uses  were 
stated  to  be  surplus  quantities  from  un¬ 
regulated  markets  in  the  Northeast, 
cream  from  states  outside  the  Northeast 
and  butter  (as  a  source  of  fat  for  ice 
cream).  From  this  it  was  concluded 
that  since  ice  cream  and  fluid  cream  are 
the  largest  outlets  for  reserve  milk  in 
the  Northeast,  it  is  essential  that  the 
method  of  pricing  used  should  keep  re¬ 
serve  milk  prices  in  the  Northeastern 
Federally-regulated  markets  closely  in 
line  with  those  of  competitive  sources  of 
butterfat.  To  accomplish  this,  it  was 
proposed  that  any  formula  for  the  price 
of  butterfat  in  reserve  milk  adopted  be 
based  on  the  price  of  Grade  A  (92-Score) 
butter,  with  preference  for  butter  prices 
reported  for  the  New  York  market. 


The  principal  skim  milk  products 
manufactured  from  producer  milk  in  the 
11  Northeastern  states  are  nonfat  dry 
milk,  cottage  cheese,  curd,  and  un¬ 
sweetened  condensed  skim  milk.  In  1959 
these  products  accounted  for  nearly  98 
percent  of  all  of  the  skim  products  pro¬ 
duced.  Nonfat  dry  milk  can  be  and  is 
sometimes  used  in  lieu  of  fluid  skim  milk 
in  making  cottage  cheese.  Nonfat  dry 
milk  can  be  used  also  as  a  substitute 
for  plain  condensed  skim  milk.  Pro¬ 
ponents  conclude  that  the  market  prices 
of  nonfat  dry  milk  are  the  best  available 
measure  of  changes  in  the  value  of  non¬ 
fat  solids  in  reserve  producer  milk,  and 
therefore,  in  the  return  to  be  received  by 
producers  for  such  milk. 

In  addition  to  such  general  support 
given  to  the  product  price  minus  han¬ 
dling  allowance  type  of  formula,  each 
proponent  presented  further  testimony 
in  support  of  individual  proposals. 

The  proposals  to  adopt  a  “basic”  man¬ 
ufacturing  price  formula  containing 
separate  butterfat  and  skim  milk  values 
was  supported  at  the  hearing  by  one  of 
the  principal  cooperatives  in  the  new 
York-New  Jersey  market.  Seasonal  ad¬ 
justments  would  be  applicable  when  re¬ 
serve  milk  is  relatively  low  and  a  butter- 
cheese  differential  would  be  included  in 
all  months  except  August  through  No¬ 
vember  if  seasonal  adjustment  is  applied 
in  the  latter  months.  It  was  testified 
that  confusion  in  regard  to  butterfat  and 
skim  milk  values  has  resulted  from  the 
formula  because  they  are  not  computed 
separately.  Proponent  claimed  this  con¬ 
fusion  should  be  removed  to  reduce  the 
number  of  controversies  that  exist  in  the 
buying  and  selling  of  manufactured 
dairy  products.  The  proposed  change 
from  an  average  value  of  roller 
(weighted  70)  and  spray  (weighted  30) 
nonfat  dry  milk  to  the  average  value  of 
spray  nonfat  dry  milk  only  was  based 
on  the  relative  importance  of  skim  milk 
for  nonfat  dry  milk  manufacture  in  the 
milkshed  and  the  fact  that  the  bulk  of 
nonfat  dry  milk  being  produced  is  spray 
process  type.  In  1960,  92  percent  of  the 
nonfat  dry  milk  manufactured  in  the 
United  States  was  made  by  the  spray 
process. 

Testimony  was  presented  to  the  fur¬ 
ther  effect  that  the  seasonal  adjustment 
factors  contained  in  the  present  Class  III 
formula  should  be  applicable  to  all  ten 
markets  only  during  those  months  when 
the  Class  I  utilization  in  the  markets 
exceeds  a  specified  percentage.  The 
amount  of  the  seasonal  adjustment 
would  be  changed  to  5  cents  during 
March  through  June,  and  10  cents  dur¬ 
ing  the  remaining  months  of  the  year. 
If  the  seasonal  adjustment  factors  were 
to  be  applicable  during  the  months  of 
August  through  November,  then  no  but¬ 
ter-cheese  adjustment  would  be  applied 
during  those  months;  however,  a  butter- 
cheese  adjustment  of  four  cents  per 
pound  of  butterfat  would  be  applicable 
during  the  remaining  eight  months  of 
the  year. 

Another  of  the  large  producer  groups 
testified  that  the  present  New  York- 
New  Jersey  Class  IH  price,  with  changes 
made  in  the  relative  weights  given  to 
roller  and  spray  process  nonfat  dry  milk 
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and  an  increase  in  the  yield  factor, 
should  be  applied  as  the  Class  n  price 
formula  under  the  other  Northeastern 
orders.  This  proponent  testified  that 
the  relative  weight  given  to  spray  process 
nonfat  dry  milk  should  be  increased 
while  the  weight  given  to  roller  process 
ponfat  dry  milk  should  be  decreased. 
To  support  this  change  statistics  were 
cited  to  indicate  that  of  the  total  amount 
of  nonfat  dry  milk  manufactured,  be¬ 
tween  80  and  90  percent  is  by  the  spray 
process.  This  proponent  also  recom¬ 
mended  an  increase  in  the  yield  factor 
from  the  present  factor  of  7.8  to  a  factor 
of  8.2. 

Several  witnesses  representing  certain 
New  York-New  Jersey  handlers  testified 
that  the  plus  seasonal  factors  contained 
in  the  present  Class  III  price  formula  of 
Order  No.  2  are  no  longer  applicable  in 
view  of  the  general  supply  condition  in 
the  market  during  the  summer  and  fall 
months.  One  such  witness  maintained 
there  is  no  relationship  between  these 
differentials  and  production  seasonality, 
and  no  attempt  is  made  to  synchronize 
them  with  either  the  total  monthly  pro¬ 
duction  of  pool  milk  or  actual  Class  III 
utilization.  This  witness  claimed  also 
that  seasonal  pricing  should  not  be  used 
to  yield  producers  additional  returns,  but 
rather  should  balance  out  <  plus = minus) 
on  a  yearly  basis. 

Another  witness,  representing  the 
principal  handler  association,  concluded 
from  a  number  of  comparisons  of  pay 
prices  for  manufacturing  milk  for  vari¬ 
ous  states  that  an  increase  in  the  Class 
in  price  would  be  unwarranted  and 
that,  to  the  contrary,  such  price  should 
be  lowered  to  prevent  further  hardship 
to  handlers.  His  proposals  would  elim¬ 
inate  the  seasonal  differentials  in  the 
Class  III  price  formula  whenever  the 
utilization  adjustment  percentage  in  the 
Class  I-A  price  formula  falls  below  a 
certain  level  and  would  employ  the  aver¬ 
age  price  of  spray  process  nonfat  dry 
milk  minus  one  cent  in  the  formula. 
He  indicated  the  belief  that  spray  quota¬ 
tions  for  the  New  York  market  in  “The 
Producers  Price-Current”  would  be  more 
appropriate  for  use  in  the  formula  than 
quotations  for  manufacturing  plants  in 
the  Chicago  area.  These  proposals  were 
supported  on  the  basis  that  during  those 
months  in  1960  when  no  butter-cheese 
differential  was  applicable  about  three 
times  as  much  milk  was  utilized  in  but¬ 
ter  and  cheese  as  during  the  correspond¬ 
ing  months  of  1959.  In  regard  to  the 
use  of  spray  quotations  only,  he  stated 
that  because  of  the  expansion  of  spray 
nonfat  dry  milk  manufacture  through¬ 
out  the  nation,  it  has  become  difficult 
to  get  representative  quotations  for  roller 
nonfat  dry  milk.  He  contended  also 
that  roller  nonfat  dry  milk  prices  have 
been  more  erratic  in  relation  to  the  sup¬ 
port  level  than  in  the  case  of  spray  non¬ 
fat  dry  milk  prices,  that  open  market 
roller  prices  recently  have  been  higher 
than  support  prices,  and  that  there  has 
been  a  decline  in  the  spread  between 
spray  prices  and  the  weighted  average 
nonfat  dry  milk  price  used  in  the  present 
Class  in  price  formula.  In  recommend¬ 
ing  use  of  the  spray  prices  reported  in 
“The  Producers  Price-Current”,  this 


handler  representative  claimed  that  the 
price  quotations  which  most  nearly  re¬ 
flect  competitive  conditions  in  the  mar¬ 
ket  where  handlers  sell  the  finished  milk 
products  should  be  used. 

A  witness  for  New  York-New  Jersey  ice 
cream  manufacturers  testified  that  re¬ 
cent  increases  in  the  volume  of  whole 
milk  deliveries  by  farmers  in  major 
butter-producing  areas  have  increased 
the  quantities  of  high  quality  butter 
available,  and  that  New  York  ice  cream 
manufacturers  have  been  able  to  obtain 
high-grade,  unsalted  butter  for  about 
one-half  cent  to  one  cent  over  the  92- 
score  butter  price  at  New  York.  He  con¬ 
cluded  that  the  amount  added  to  the 
“butter”  price  average  in  the  formula 
should  be  reduced  to  no  more  than  one 
cent. 

A  representative  of  a  major  producer 
association  in  the  Philadelphia  market 
suggested  that  as  the  proportion  of  milk 
in  a  market  disposed  of  in  the  manufac¬ 
turing  class  increases,  the  class  price 
should  be  increased.  The  need  for  this, 
it  was  claimed,  is  to  discourage  the  addi¬ 
tion  of  additional  supplies  above  neces¬ 
sary  current  reserves  and  thus  tend  to 
increase  the  percentage  of  Class  I  utili¬ 
zation.  Without  making  a  specific 
formula  proposal,  he  stated  that  the 
maximum  Class  II  price  deviation  for  the 
Philadelphia  and  Wilmington  markets 
above  or  below  the  Order  No.  2  Class  ni 
price  should  not  be  more  than  25  cents 
per  hundredweight.  This  witness  pro¬ 
posed,  however,  that  the  cream  price  used 
in  the  Class  II  price  formula  of  Orders 
4 2  and  10  s  (Philadelphia  and  Wilming¬ 
ton)  should  be  a  “weighted  average”  in¬ 
stead  of  a  simple  average  of  weekly 
“midpoint”  prices  of  cream,  in  order  to 
be  more  representative  of  actual  cream 
values  during  the  month. 

Another  recommendation  of  this  wit¬ 
ness,  made  with  specific  reference  to 
Orders  4  and  10,  was  that  milk  moved  to 
unregulated  plants  for  manufacture  into 
certain  manufactured  products,  partic¬ 
ularly  butter  and  cheese  (other  than 
cottage  or  creamed ) ,  during  the  months 
of  March  through  June  should  be  priced 
at  not  more  than  10  cents  per  hundred¬ 
weight  below  the  regular  Class  II  price. 
It  was  maintained  that  this  would  pro¬ 
duce  the  maximum  competitive  return 
for  the  milk  consistent  with  its  orderly 
movement  into  reserve  uses. 

Each  of  several  proposals  relating  to 
the  butter -cheese  differential  would 
have  the  effect  of  increasing  the  num¬ 
ber  of  months  each  year  that  it  could 
be  applicable.  Certain  proponents  tes¬ 
tified  in  regard  to  its  use  in  the  New 
York-New  Jersey  order  only,  while  oth¬ 
ers  discussed  its  applicability,  along  with 
the  proposed  changes,  to  all  ten  markets. 
The  basic  reason  given  for  increasing 
the  number  of  months  in  which  it  could 
be  applicable  was  that  there  are  in¬ 
creasing  quantities  of  milk  which  must 
go  into  butter  and  cheese  during  the 
months  of  August  through  November 
(the  differential  currently  applies  in  the 
New  York-New  Jersey  market  during 
December  through  July) . 


5  Formerly  Order  No.  61. 

1  Formerly  Order  No.  110. 


Other  testimony  relating  to  milk 
handling  and  processing  costs.  Re¬ 
search  studies  on  milk  processing  costs 
at  New  York  State  “cream-nonfat  dry 
milk”  plants  and  at  “butter-nonfat  dry 
milk”  plants  in  the  State  of  Minnesota 
were  presented  by  witnesses  from  Cor¬ 
nell  University  and  the  University  of 
Minnesota. 

In  the  New  York  study,  8  plants  en¬ 
gaged  in  the  manufacture  of  cream  and 
spray  process  nonfat  dry  milk  were 
selected.  All  but  one  of  the  plants  were 
units  of  multiple-plant  organizations 
operating  both  fluid  milk  plants  and 
manufacturing  plants.  Daily  receipts 
during  the  month  of  average  volume 
averaged  250,000  pounds  for  the  8  plants, 
with  a  range  in  average  daily  receipts 
for  the  8  plants  of  420,000  pounds  during 
the  month  of  highest  volume  and  151,000 
pounds  for  the  month  of  lowest  volume. 

Average  plant  operating  costs  per 
hundredweight  of  milk  processed  at  the 
8  New  York  manufacturing  plants  were 
as  follows:  Month  of  average  volume, 
$0,576;  high-volume  month,  $0,415;  and 
low-volume  month,  $0,862.  These  costs 
included,  however,  only  the  costs  of 
processing  together  with  certain  allo¬ 
cated  overhead  costs  for  the  central 
office  expenses  of  each  of  the  multiple- 
plant  firms.  The  additional  costs  for 
related  handling  functions  not  investi¬ 
gated  in  this  study  were  estimated  by 
the  authors  to  approximate  50.5  cents 
per  hundredweight  of  milk  in  a  typical 
situation.  The  50.5  cent  estimate  in¬ 
cluded  the  following :  Feeder  plant  oper¬ 
ation,  15  cents;  transportation,  15  cents; 
plant  losses,  8.5  cents;  packing  material, 
3.5  cents;  use  and  risk  of  capital,  7 
cents;  and  selling  services,  1.5  cents. 
Combining  the  average  operating  cost 
of  the  8  plants  for  the  month  of  aver¬ 
age  volume  of  57.6  cents,  and  the  costs 
associated  with  the  related  functions 
estimated  at  50.5  cents,  the  total  han¬ 
dling  and  processing  cost  would  amount 
to  $1,081. 

In  the  Minnesota  study,  data  were 
presented  regarding  the  operations  of 
five  typical  butter-nonfat  dry  milk 
plants  in  Minnesota.  Although  data 
for  the  five  plants  were  not  shown  in 
terms  of  an  average,  one  of  the  plants 
received  an  average  217,000  pounds  of 
milk  per  day,  an  amount  nearly  the  same 
as  the  average  of  quantities  handled  by 
the  8  plants  in  the  New  York  study. 
The  average  cost  of  receiving  and  proc¬ 
essing  milk  from  producers  was  39.9 
cents  per  hundredweight  at  this  Minne¬ 
sota  plant. 

In  another  case,  the  costs  of  receiving 
milk  at  a  creamery,  separation  of  the 
milk,  processing  the  butterfat  into  butter 
and  shipping  the  skim  milk  to  a  central 
drying  plant  were  shown  through  a  budg¬ 
etary  cost  study  of  four  creameries  of 
varying  sizes.  These  data  included  the 
average  cost  of  transporting  the  skim 
milk  from  creameries  to  central  drying 
plants  plus  the  cost  of  manufacturing 
nonfat  dry  milk  by  spray  process.  Com¬ 
bining  the  costs  for  an  average  size 
creamery  (receiving  65,000  pounds  of 
milk  per  day)  and  at  the  central  drying 
plant,  including  the  cost  of  transport¬ 
ing  the  skim  milk  to  the  central  drying 
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plant,  the  following  total  handling  and 
processing  costs  were  shown:  Creamery 
processing,  23.31  cents;  transportation, 

8.2  cents;  and  central  drying  plant 
processing,  26.08  cents,  making  a  total 
of  57.59  cents  per  hundredweight  of 
whole  milk. 

Thus,  the  average  cost  of  receiving 
and  processing  whole  milk  into  cream 
and  nonfat  dry  milk  at  8  manufacturing 
plants,  disclosed  in  the  New  York  State 
study,  including  estimates  for  feeder 
plant  handling  and  transportation,  was 
about  $1.08  per  hundredweight,  while  in 
Minnesota  the  average  receiving  and 
processing  cost  at  a  plant  comparable  in 
size  to  the  average  of  the  8  New  York 
plants,  but  manufacturing  butter  and 
nonfat  dry  milk,  was  about  40  cents  per 
hundredweight,  or  approximately  68 
cents  per  hundredweight  less  than  in 
New  York.  The  cost  of  receiving  and 
processing  butter  and  nonfat  dry  milk 
in  the  two-plant  (creamery  and  central 
drying  plant)  combination  in  Minnesota 
amounted  to  about  58  cents,  or  about  50 
cents  less  than  in  the  case  of  the  New 
York  plants.  Since  butter  ordinarily  is 
more  costly  to  process  than  cream,  these 
differences  presumably  would  be  greater 
if  the  New  York  plants  were  to  manufac¬ 
ture  butter  rather  than  cream. 

It  was  testified  further  by  the  author 
witness  on  the  Cornell  University  study 
that  even  with  only  limited  changes  in 
•physical  facilities,  such  as  rearrange¬ 
ment  of  plant  equipment  and  the  intro¬ 
duction  of  additional  labor  saving  de¬ 
vices,  important  cost  savings  can  be 
realized  in  New  York  manufacturing 
plants. 

This  was  illustrated  by  other  data* 
presented  in  the  study  which  related  to 
specifications  and  cost  estimates  for  a 
series  of  model  plants  of  different  capac¬ 
ities  for  the  New  York-New  Jersey  milk- 
shed.  Of  the  four  model  plants  pre¬ 
sented,  receipts  at  Model  Plant  A,  the 
first  of  the  four  general  types  indicated, 
were  the  closest,  but  somewhat  lower 
than,  the  weighted  average  of  receipts 
for  the  8  actual  manufacturing  plants. 
Receipts  at  Model  Plant  C  were  the 
nearest  to,  but  larger  than,  the  receipts 
at  the  largest  of  the  8  plants  studied. 
It  was  testified  that  as  the  quantity  of 
milk  handled  at  these  model  plants  in¬ 
creases  the  per-unit  processing  cost 
decreases. 

The  reported  unit  operating  costs  at 
Model  Plants  A  and  C  (bulk  tank  opera¬ 
tion  assumed)  during  the  average  volume 
month  were  50.4  cents  and  28.1  cents, 
respectively.  The  operating  costs  for 
the  actual  plants  during  the  average 
volume  month  were  57.6  cents  and  54.3 
cents,  respectively.  Unit  costs  at  the 
two  model  plants,  therefore,  were  7.2 
cents  and  26.2  lower,  respectively,  than 
costs  for  the  actual  manufacturing 
plants.  It  is  recognized,  however,  that 
any  precise  comparison  between  total 
processing  costs  per  hundredweight  of 
milk  at  actual  plants  and  at  theoretical 
Plants,  unit  operating  costs  for  Model 
•  Plant  A  would  decrease  somewhat  and 
conversely  operating  costs  for  Model 
Plant  C  would  increase  to  some  extent. 

The  largest  of  the  four  general  types 
of  model  plants  (Plant  D)  could  receive 
up  to  1,200,000  pounds  of  milk  per  day. 


The  unit  operating  costs  for  this  model 
plant  were  only  24.9  cents  per  hundred¬ 
weight  of  milk  during  the  average  volume 
month. 

The  data  presented  for  Minnesota 
plants  also  reflected  theoretical  model 
plant  operations.  From  a  comparison 
between  processing  costs  for  theoretical 
model  plants  and  for  actual  plants,  actual 
operations  were  found  to  be  in  close 
conformity  (within  2  cents  per  hundred¬ 
weight)  with  the  hypothetical  operations 
at  model  plants. 

Presented  also  for  the  record  was  a 
six-part  study  entitled  “Class  III  milk 
in  the  New  York  Milkshed.”  This  study 
was  referred  to  at  the  hearing  as  the 
“Clarke  Study.”  It  was  a  comprehensive 
analysis  of  the  utilization  and  pricing  of 
Class  III  milk  under  Order  No.  2.  The 
subject  matter  of  the  separate  parts  of 
the  study  was  identified  under  the  fol¬ 
lowing  titles: 

(1)  Manufacturing  Operations;  (2) 
Economic  Description  of  the  Manufac¬ 
tured  Dairy  Products  Industry;  (3)  Costs 
of  Manufacturing  Dairy  Products;  (4) 
Processing  Margins  for  Manufactured 
Dairy  Products;  (5)  Processors’  Deci¬ 
sions  on  Utilization;  and  (6)  Economic 
Aspects  of  Class  III  Pricing. 

This  study  was  prepared  as  a  market¬ 
ing  research  project  conducted  under  the 
general  supervision  of  the  Marketing 
Economics  Research  Division,  Agricul¬ 
tural  Marketing  Service,  U.S.  Depart¬ 
ment  of  Agriculture.  Direct  responsi¬ 
bility  for  the  collection  and  interpreta¬ 
tion  of  data  used  in  the  study  was  as¬ 
signed  to  a  member  of  the  faculty  of  the 
University  of  California,  who  testified 
in  detail  on  the  study  at  the  hearing. 

The  study  includes  estimates  of  yields, 
processing  costs  and  “partial  net  mar¬ 
gins”  relative  to  various  combinations  of 
Class  III  milk  products.  The  study  does 
not  attempt,  however,  to  break  down 
processing  costs  or  “partial  net  margins” 
for  combinations  of  products  into  sep¬ 
arate  costs  and  margins  for  individual 
products  or  to  make  any  allocation  of 
input  costs  between  individual  products 
made  at  the  same  plant  from  the  same 
milk. 

The  cost  data  used  as  an  input  in  the 
determination  of  “partial  net  margins” 
for  several  different  combinations  of 
products  were  designed  only  for  this 
purpose,  and  did  not  purport  to  represent 
complete  cost  data  for  any  product  or 
product  combination.  They  were  not 
designed  to  reflect  average  processing 
costs  in  New  York  milkshed  plants. 
Marketing  and  administrative  costs, 
which  were  determined  to  be  similar  for 
all  Class  III  products,  were  excluded 
from  consideration  since  this  study  was 
concerned  only  with  those  costs  which 
differ  among  the  several  Class  III  prod¬ 
ucts  manufactured.  The  research  was 
intended  to  provide  information  on  the 
possible  marketing  effects  of  changes  in 
Class  III  prices  but  was  not  designed 
as  the  basis  for  a  determination  of  an 
appropriate  Class  III  formula  or  price 
level. 

Several  witnesses  presented  testimony 
on  relative  yields  of  cheese  in  Wisconsin 
and  in  New  York  State,  and  on  differ¬ 
ences  in  processing  costs  between  the  two 
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regions.  Their  testimony  may  be  typi¬ 
fied  by  the  following  references. 

A  witness  from  Cornell  University  re¬ 
viewed  reported  cheese  yields  at  three 
large  cheese  manufacturing  firms  in 
northern  New  York  State  during  the 
cheese-manufacture  seasons  in  1959  and 
1960.  The  weighted  average  cheese 
yield  for  these  firms  for  the  two  seasons 
was  stated  to  be  9.02  pounds  (37  percent 
moisture)  per  hundredweight  of  3.5  per¬ 
cent  milk. 

This  yield  of  9.02  pounds,  based  on 
data  reported  by  the  plants,  was  then 
compared  with  yields  of  cheese  of  simi¬ 
lar  moisture  content  from  3.5  percent 
milk  reported  for  12  Wisconsin  cheese 
factories  in  a  research  study  made  at  the 
University  of  Wisconsin.  The  Wiscon¬ 
sin  study  cited  an  average  cheese  yield 
of  9.84  pounds  per  hundredweight. 
Cheese  yields  in  Wisconsin,  therefore, 
were  found  to  be  0.82  pounds  per  hun¬ 
dredweight  greater  than  in  New  York. 
No  specific  reason  was  given  for  the 
stated  difference  in  cheese  yields. 

Several  manufacturers  of  Cheddar 
cheese  and  other  cheeses  in  New  York 
State  presented  additional  data  designed 
to  demonstrate  higher  costs  of  manu¬ 
facturing  cheese  in  New  York  State  than 
in  the  Midwest.  One  such  manufacturer 
also  operates  a  cheese  plant  in  Vermont 
where  milk  priced  at  the  Boston  Class 
II  milk  price  is  the  source  of  supply  for 
cheese  manufacture.  Cheese  yields  from 
Vermont  milk  were  compared  with 
cheese  yields  from  northern  New  York 
milk,  which  comparison  involved  higher 
butterfat  content  in  Vermont  and  widely 
varying  (up  to  25  percent  difference^ 
moisture  content  of  the  cheese  manu¬ 
factured  in  the  two  states. 

The  company  made  no  complaint 
about  the  cost  of  milk  for  cheese  in  the 
Vermont  plant  although  in  1960  the  level 
of  the  Boston  Class  II  price  exceeded  the 
butter-cheese  differential  price  under 
order  No.  2  by  an  average  of  24  cents  per 
hundredweight  and  was  computed  in  a 
manner  quite  comparable  to  the  formula 
adopted  herein. 

This  company  also  testified  that  it  pre¬ 
determines  how  much  New  York  Cheddar 
cheese  it  will  need  during  the  year,  and 
once  that  volume  has  been  produced 
their  New  York  State  plants  are  closed 
regardless  of  the  prevailing  price  of  milk 
for  this  use.  Further,  that  even  if  the 
butter-cheese  differential  under  order 
No.  2  were  extended  to  include  more 
months  (causing  a  price  reduction) , 
they  would  not  manufacture  more  cheese 
in  New  York  State  during  the  year,  but 
would  only  extend  their  operations  to 
include  more  months. 

The  Director  of  the  Bureau  of  Ac¬ 
counts  and  Statistics  of  the  Pennsyl¬ 
vania  Milk  Control  Commission  also 
testified  at  this  hearing.  This  witness 
recommended  that  the  open  market 
fluid  cream  quotations,  which  are  an¬ 
nounced  for  the  Philadelphia  market  by 
the  Agricultural  Marketing  Service, 
U.S.D.A.,  be  changed  to  include  only 
cream  that  is  actually  used  as  bottling 
cream  or  in  producing  ice  cream  in  the 
Philadelphia  market.  He  stated  that 
this  could  increase  the  price  of  Class  II 
milk  by  an  amount  equivalent  to  11.76 


804 


PROPOSED  RULE  MAKING 


cents  per  hundredweight  to  Pennsylvania 
producers  and  would  be  a  method  of 
making  manufacturing  prices  more 
realistic  throughout  the  region.  He 
recommended  also  that  nonfat  dry  milk 
prices  be  quoted  for  the  spray  process 
only. 

Testimony  of  proponents  of  the  com¬ 
petitive  pay  price  type  of  formula.  Al¬ 
though  discussed  later  in  more  detail, 
the  general  considerations  by  proponents 
of  competitive  pay  prices  as  a  proper 
basis  for  pricing  Class  III  milk  are  cited 
in  the  following  paragraphs. 

The  major  reasons  presented  by  those 
supporting  a  competitive  pay  price  series 
for  pricing  reserve  milk  in  Northeastern 
markets  were  that  (1)  it  would  remove 
the  Secretary  from  the  role  of  “rate- 
making’’  and  eliminate  the  need  for  mak¬ 
ing  several  judgments  concerning  the 
particular  products  (price  quotations), 
the  yield  factors  for  such  products,  and 
appropriate  “make  allowances”  to  be 
used  in  the  formulas,  (2)  competitive  pay 
prices  provide  for  automatic  adjustments 
over  time  concerning  needed  changes  in 
processing  and  marketing  allowances  re¬ 
sulting  from  dynamic  competitive  con¬ 
ditions  and  improved  technology  in  the 
industry,  and  <3)  such  a  series  goes  di¬ 
rectly  to  current  market  values  of  milk 
as  received  from  farmers  for  manufac¬ 
turing  use,  is  determined  from  current 
competitive  conditions  in  milk  procure¬ 
ment,  and  makes  possible  avoidance  of 
problems  involved  in  determining  the 
separate  values  of  the  butterfat  and  skim 
milk  ingredients  in  milk  delivered  by 
farmers. 

Testimony  was  presented  by  repre¬ 
sentatives  of  Midwestern  milk  manufac¬ 
turers  to  the  effect  that  reserve  milk  in 
regulated  markets  of  the  Northeast,  and 
particularly  in  the  New  York-New  Jer¬ 
sey  market,  has  not  been  priced  com¬ 
petitively  with  Midwestern  milk  and 
that  the  relatively  low  Northeastern 
market  prices  of  milk  used  for  manufac¬ 
ture  have  damaged  the  competitive  posi¬ 
tion  of  Midwest  milk  product  manufac¬ 
turers.  They  contend  that  the  Federal 
government  has  conflicting  policies  with 
respect  to  its  nation-wide  price  support 
program  for  dairy  products  on  the  one 
hand,  and  levels  established  for  reserve 
milk  prices  in  Northeastern  Federal 
order  markets  on  the  other. 

Midwest  dairy  interests  also  main¬ 
tained  that  increases  in  the  production 
of  manufactured  products  in  the  North¬ 
east  has  had  a  depressing  effect  on  the 
national  market  for  manufactured  prod¬ 
ucts,  especially  butter,  nonfat  dry  milk 
and  Cheddar  cheese.  In  support  of  this 
claim  it  was  testified  that  manufacturers 
of  milk  products  in  the  Midwest  region 
had  lost  sales  to  lower-priced  products 
manufactured  from  Class  HI  milk  in  the 
New  York-New  Jersey  market.  They 
contended  that  an  objective  of  pricing 
milk  under  a  Federal  order  is  to  pro¬ 
tect  producer  returns  but  not  to  maintain 
particular  handler  plants  or  cooperative 
associations  which  may  not  be  able  to 
withstand  competition  from  other  manu¬ 
facturers  of  milk  products.  Testimony 
was  presented  to  demonstrate  the  rela¬ 
tive  efficiency  of  Midwest  manufacturers 
in  the  manufacture  of  butter  and  nonfat 


dry  milk.  Such  testimony  (Minnesota 
research  study)  was  discussed  previously 
in  conjunction  with  other  research  stud¬ 
ies  presented  for  the  record. 

One  such  witness  testified  that  the 
effect  of  maintaining  a  high  Class  I 
price  in  a  Federal  order  market  under 
classified  pricing,  while  at  the  same  time 
establishing  a  low  reserve  milk  price 
which  guarantees  an  ample  margin  to 
pool  handlers  of  reserve  milk,  is,  in  effect, 
subsidization  by  the  consumers  of  fluid 
milk  of  milk  production  for  manufactur¬ 
ing  uses.  It  was  stated  further  that 
whenever  the  manufacturing  milk  price 
assures  handlers  under  regulation  a 
profitable  margin,  it  follows  that  the 
amount  of  milk  used  in  manufacturing 
increases  and  dilutes  the  effect  of  the 
Class  I  price  on  maintaining  returns  to 
producers  through  the  medium  of  the 
uniform  price. 

One  of  the  large  producer  cooperative 
associations  in  the  New  York-New  Jersey 
market  also  testified  in  support  of  using 
a  competitive  pay  price  series.  In  sup¬ 
port  of  its  position  five  principles  and 
objectives  to  achieve  desirable  reserve 
milk  prices  under  Federal  milk  orders 
were  set  forth.  These  were  to  (1)  pro¬ 
mote  adequate  supply;  (2)  coordinate 
manufacturing  operations  with  overall 
functions  of  the  market  (i.e.,  to  balance 
and  channel  supplies  and  to  process  re¬ 
serves) ;  <3)  influence  procurement 

policies  of  handlers  so  that  they  do  not 
procure  additional  milk  from  producers 
when  the  market  reserve  is  unusually 
large;  (4)  facilitate  the  movement  of 
milk  between  markets;  and  (5)  promote 
efficiency  in  procurement,  processing  and 
marketing.  This  association  proposed 
and  supported  adoption  of  the  Minne¬ 
sota -Wisconsin  price  series  as  the  basis 
for  pricing  Class  III  milk  (and  Class  H 
milk )  in  the  Northeastern  markets. 

Representatives  of  the  New  England 
cooperatives  and  the  largest  proprietary 
handler  of  milk  for  manufacturing  uses 
in  the  New  England  Federally-regulated 
markets  proposed  adoption  of  the  “U.S. 
Average  Manufacturing  Grade  Milk- 
Price  Series”  for  pricing  reserve  milk 
under  all  ten  Northeastern  Federal 
orders,  pointing  out  that  such  price  series 
is  used  currently  as  the  basis  of  pricing 
in  the  New  England  Federal  order  mar¬ 
kets.  ‘  These  witnesses  testified  that  the 
markets  of  New  England  and  New  York- 
New  Jersey  are  highly  competitive  in 
respect  to  the  sale  of  cream,  ice  cream, 
ice  cream  mix,  cottage  cheese  and  con¬ 
densed  milk.  (This  competition  is  fur¬ 
ther  described  in  a  subsequent  part  of 
this  decision.) 

A  witness  representing  a  major  New 
England  handler  who  manufactures 
large  quantities  of  ice  cream  expressed 
a  contrasting  view  from  that  expressed 
previously  in  this  decision  by  the  witness 
for  New  York  ice  cream  manufacturers. 
This  witness  claimed  that  in  the  experi¬ 
ence  of  his  company  prices  for  unsalted 
butter  usually  are  about  three  cents 
above  published  butter  market  quota¬ 
tions.  Another  witness  from  New  Eng¬ 
land  testified  that  New  England  ice 
cream  manufacturers  have  paid  pre¬ 
miums  for  butterfat  for  use  in  ice  cream 


in  excess  of  2  cents  over  the  New  York 
butter  price. 

Such  representatives  further  testified 
that  the  pricing  of  reserve  milk  on  com¬ 
petitive  pay  prices,  as  represented  by 
the  above-stated  price  series  as  the  price 
mover,  over  a  substantial  period  of  time 
has  assisted  the  New  England  markets 
to  improve  efficiency  in  the  handling  and 
processing  of  reserve  milk  supplies  under 
regulation. 

Competitive  pay  prices  as  the  appro¬ 
priate  basis  for  establishing  the  general 
level  of  the  Class  III  price  in  the  New 
York-New  Jersey  market.  The  Secre¬ 
tary,  in  carrying  out  the  responsibility 
placed  on  him  by  the  statute  to  establish 
an  appropriate  method  of  fixing  reserve 
milk  prices,  must  decide,  on  the  record 
evidence,  between  a  “product  price  minus 
handling  allowance”  type  of  formula 
(involving  the  merits  of  the  several 
variations  in  such  formula  as  previously 
described)  and  a  “competitive  pay  price 
series”,  which  involves  selection  of  the 
price  series  most  appropriate  in  the 
circumstances  as  a  “price  mover”  and 
determination  of  the  amount  of  any 
differential  that  the  minimum  level  of 
reserve  milk  prices  under  the  orders 
should  vary  from  the  competitive  pay 
price  level. 

The  present  butter-nonfat  dry  milk 
price  formula  contains  two  yield  factors, 
two  price  series,  and  the  manufacturing 
or  processing  allowance.  Each  affects 
the  resulting  price.  In  the  case  of  a 
well-operated  plant,  using  all  of  its  milk 
in  the  manufacture  of  butter  and  cream¬ 
ery  by-products,  management  should  be 
able  to  ascertain,  with  a  high  degree  of 
accuracy,  yields  of  butter  and  nonfat  dry 
milk  per  hundredweight  of  whole  milk. 
In  such  cases  figures  would  be  available 
also  on  the  average  price  received  per 
pound  of  each  product  sold  from  the 
plant.  With  cost  accounting  procedures, 
receiving  and  processing  costs  at  such 
a  plant  may  be  determined  with  ac¬ 
curacy. 

The  accurate  determination  of  such 
data  on  a  market-wide  basis  is  com¬ 
plicated,  however,  by  additional  factors 
affecting  handling  and  operational  costs 
which  are  not,  on  the  basis  of  the  hear¬ 
ing  evidence,  susceptible  of  precise  ap¬ 
praisal  or  measurement  for  the  entire 
market.  In  the  New  York-New  Jersey 
market  substantial  proportions  of  the 
producer  milk  received  are  shipped  as 
milk,  skim  milk,  or  cream  from  country- 
located  plants  to  fluid  milk  distributing 
plants  during  the  year.  Volumes  of  milk 
shipped  from  such  country  receiving  sta¬ 
tions,  or  feeder  plants,  to  bottling  plants 
vary  substantially  from  day  to  day  and 
from  plant  to  plant.  The  fact  that  all 
milk  received  at  a  country  receiving  sta¬ 
tion,  or  feeder  plant,  is  not  used  there, 
but  is  moved  elsewhere  for  butter,  cheese, 
or  other  Class  III  use,  necessarily  means 
that  some  allocation  of  cost  between 
handling  for  the  fluid  market  and  han¬ 
dling  for  Class  III  processing  must  be 
made  for  such  plants.  This  problem 
exists  with  respect  to  operations  involv¬ 
ing  a  large  proportion  of  the  milk  sup¬ 
ply  available  for  Class  III  uses  and  none 
of  the  data  submitted  to  show  receiving 
and  processing  costs  involved  in  manu- 
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facturing  operations  in  the  New  York- 
New  Jersey  milkshed  provide  the  basis 
for  a  reasonably  accurate  appraisal  or 
reliable  estimate  of  such  cost  allocation. 
Obviously,  all  costs  of  operating  such 
stations  should  not  be  assessed  to  the 
manufacturing  operation  only  some¬ 
times  served. 

Although  the  apparent  difference  in 
processing  costs  between  Minnesota  and 
New  York  plants  as  shown  by  the  two 
studies  cited  previously,  amounts  to  more 
than  50  cents  per  hundredweight  of  milk, 
handlers  subject  to  the  New  York-New 
Jersey  order  have  been  paying  prices  for 
milk  used  in  butter  and  cheese  within 
a  range  of  13  to  20  cents  less  annually 
than  prices  in  Minnesota  for  manufac¬ 
turing  grade  milk  of  the  same  butterfat 
content.  It  is  the  latter  differences  in 
price  that  are  the  center  of  the  con¬ 
troversy.  If  handlers  subject  to  the  New 
York -New  Jersey  order  experience  proc¬ 
essing  costs  that  are  at  least  2V2  times 
greater  than  the  difference  in  the  prices 
of  milk  between  the  regions,  a  logical 
conclusion  would  be  that  from  an  eco¬ 
nomic  standpoint  they  could  not  manu¬ 
facture  butter  with  order  No.  2  milk.  In 
1958,  however,  nearly  605  million  pounds 
of  order  No.  2  milk  were  utilized  in  the 
manufacture  of  butter.  This  amounted 
to  6.0  percent  of  the  total  producer  milk 
classified  under  the  order.  In  1959  and 
1960,  the  amounts  so  used  were  460  mil¬ 
lion  and  897  million  pounds,  respectively, 
or  4.5  and  8.4  percent  of  total  producer 
receipts. 

While  proponents  of  the  product-han¬ 
dling  allowance  type  of  formula  main¬ 
tained  that  the  processor  must  be  re¬ 
imbursed  for  his  costs,  even  those  who 
suggested  a  reduction  in  the  Class  ni 
price  did  not  propose,  and  past  accept¬ 
ance  of  milk  by  handlers  at  the  prices 
prevailing  certainly  denies,  that  the  dif¬ 
ference  in  processing  costs  between  the 
regions,  exceeding  50  cents  per  hundred¬ 
weight,  shown  by  the  studies  would  be 
properly  reflected  in  a  Class  III  pricing 
formula.  Further,  there  is  wide  dis¬ 
parity  between  the  cost  allowances  con¬ 
tained  in  the  specific  proposals  offered  by 
proponents  of  the  product-handling  al¬ 
lowance  type  of  formula  and  the  cost 
data  provided  by  the  study  covering 
New  York  State  plants.  The  paradoxical 
circumstances  present  create  substantial 
doubt  that  any  cost  allowance  could  be 
developed  from  the  evidence  that  would 
give  reasonable  assurance  of  providing, 
over  time,  a  fair  value  for  producer  milk 
under  an  administered  pricing  program. 

The  problem  of  securing  specific  data 
to  properly  determine  the  appropriate 
components  of  the  formula,  and  particu¬ 
larly  the  make  allowance  to  be  reflected, 
is  only  one  shortcoming  of  this  method 
of  pricing  milk  for  manufacturing  pur¬ 
poses  in  the  New  York-New  Jersey  milk- 
shed  under  present  conditions.  Because 
a  wide  variety  of  products  is  included  in 
Class  III  milk,  a  formula  based  only  on 
the  prices  for  butter  and  nonfat  dry 
milk  does  not  accurately  reflect  the  full 
value  of  producer  milk  for  all  Class  III 
uses.  For  example,  the  value  of  milk  for 
cheese  is  not  reflected  in  the  present 
formula  although  much  cheese  is  pro¬ 
duced  in  the  Northeast,  and  especially 
in  the  New  York-New  Jersey  milkshed. 


It  would  be  difficult,  indeed,  to  conclude 
that  New  York-New  Jersey  Class  HI 
(butter-nonfat  dry  milk)  formula  fully 
compensated  New  York-New  Jersey  pro¬ 
ducers  last  winter  when  the  market  for 
milk  for  Cheddar  cheese  was  generally 
strong. 

Another  problem  with  the  present  type 
of  Class  III  formula  is  the  lag  in  its  ad¬ 
justment  to  cost  and  technological 
changes  affecting  the  manufactured 
products  industry.  Technological 
changes  have  resulted  in  some  significant 
cost  reductions  during  recent  years. 
Changes  which  reduce  costs  of  as¬ 
sembling,  processing,  packaging  or  mer¬ 
chandising  milk  and  milk  products  do 
not  have  automatic,  or  even  necessarily 
prompt,  reflection  in  such  formula. 
Such  changes  are  not  reflected  in  for¬ 
mula  prices  until  order  amendments  are 
made.  With  proper  adherence  to  ad¬ 
ministrative  rules  and  procedures,  rapid 
action  in  this  connection  may  not  be  as¬ 
sured  for  a  particular  market  or  group 
of  markets. 

When  the  Class  III  price  formula  is 
based  primarily  upon  the  market  price 
of  one  of  these  products  (e.g.,  butter) 
minus  a  specified  processing  allowance, 
handlers  under  the  order  are  assured,  re¬ 
gardless  of  current  values  of  producer 
milk  competitively  procured  for  the  sev¬ 
eral  manufactured  product  uses  in  Class 
III,  of  a  predetermined  operating  mar¬ 
gin.  On  the  other  hand,  unregulated 
processors  handling  manufacturing 
grade  milk  pay  a  price  to  dairy  farmers 
to  maintain  milk  supplies  determined 
from  competition  with  other  processors. 
When  sudden  price  changes  occur  in  the 
butter  market,  for  example,  manufac¬ 
turers  of  butter,  buying  in  competition 
with  manufacturers  of  other  products 
are  not  necessarily  able  to  effectuate  an 
immediate  offsetting  adjustment  in  pay 
prices  to  their  farmers.  When  prices 
under  the  order  are  based  on  butter 
prices  handlers,  however,  have  the  bene¬ 
fit  of  an  offsetting  adjustment  automati¬ 
cally  reflected  in  the  price  they  pay  for 
the  milk.  This  is  an  advantage  not 
available  to  manufacturers  purchasing 
unregulated  milk. 

Regardless  of  the  immediate  rela¬ 
tionship  of  the  open  market  prices  of 
various  manufactured  products  to  the 
competitive  values  of  raw  milk  at  unreg¬ 
ulated  plants,  regulated  handlers  ob¬ 
viously  are  not  subjected,  under  the  pres¬ 
ent  formula,  to  the  same  pressure  to 
adjust  to  cost  and  technological  changes 
affecting  the  unregulated  portions  of  the 
manufactured  products  industry.  This 
situation  could  be  self-perpetuating  in 
regulated  markets,  such  as  in  the  North¬ 
east,  where  in  the  supply  areas  involved 
there  are  relatively  minor  quantities  of 
unregulated  milk  to  be  manufactured, 
.and  the  prices  of  most  milk  so  utilized 
are  administered  by  public  authority. 
Such  circumstances  make  important,  in 
the  public  interest,  that  the  administered 
price  be  one  which  is  reflective  of  and 
promptly  responsive  to  competitive  con¬ 
ditions  generally  prevailing  in  the  manu¬ 
factured  products  segment  of  the  dairy 
industry.  The  competitive  pay  price 
method  meets  this  requirement. 

The  competitive  pay  price  method  of 
pricing  milk  is  based  upon  the  premise 


that  in  the  existing  highly  competitive 
dairy  industry,  concerns  buying  in  com¬ 
petition  tend  to  purchase  milk  from 
farmers  at  prices  commensurate  with  the 
ability  of  the  more  efficient  concerns  to 
pay  for  milk.  As  shifts  in  the  relation¬ 
ship  between  finished  product  prices  are 
indicated,  one  group  of  processors  may 
be  able  to  pay  higher  prices  than  others. 
Other  processors  must  meet  or  approxi¬ 
mate  these  prices  or  risk  loss  of  milk 
supply.  If  a  dairy  concern  in  the  un¬ 
regulated  manufactured  products  market 
fails  to  make  the  necessary  adjustments 
in  procurement  competition,  it  will,  in 
time,  be  forced  out  of  business. 

Increasing  labor  and  other  costs  may 
tend  to  reduce  prices  paid  farmers  for 
milk.  The  use  of  new  assembling,  proc¬ 
essing,  packaging  and  marketing  tech¬ 
niques  which  reduce  plant-operating 
costs,  or  increase  product  returns,  will 
tend,  on  the  other  hand,  to  increase  the 
demand  for  the  farmers’  milk  and  thus 
the  prices  paid  for  such  milk.  These 
upward  and  downward  price  adjustments 
resulting  from  procurement  competition 
are  directly  and  automatically  reflected 
in  reserve  milk  prices  when  based  on 
average  competitive  pay  prices,  thus 
tending,  at  any  given  time,  to  reflect  the 
full  value  of  milk  for  the  basic  manu¬ 
facturing  uses. 

Much  of  the  evidence  presented  at  the 
hearing  on  the  use  of  competitive  pay 
prices  as  the  Class  HI  price  formula 
centered  on  the  so-called  “Minnesota- 
Wisconsin  Manufacturing  Grade  Milk- 
Price  Series”  (hereinafter  referred  to  as 
the  “Minnesota -Wisconsin  series”). 
Principal  questions  raised  in  connection 
with  this  price  series  were  whether  the 
Department  would  be  in  position  to  an¬ 
nounce  within  5  days  after  the  end  of  a 
given  month  a  price  which  would  be 
satisfactorily  representative  of  prices 
paid  to  dairy  farmers  by  manufacturing 
plants  in  the  two-state  area,  and  whether 
such  a  series,  even  if  representative  of 
conditions  in  such  states,  would  be  ap¬ 
propriate  for  pricing  milk  under  condi¬ 
tions  prevailing  in  the  New  York-New 
Jersey  milkshed.  Opponents  of  the 
series  contended  that  a  period  of  time 
should  elapse  before  any  such  price  series 
is  employed  in  the  pricing  of  over  7 
billion  pounds  of  milk  per  year,  the  ap¬ 
proximate  amount  of  milk  in  manufac¬ 
turing  uses  under  regulation  in  the 
Northeast,  since  the  series  had  not  yet 
been  published  (at  the  time  of  the  hear¬ 
ing)  and  therefore  had  not  been  subject 
to  appraisal  over  time. 

The  States  of  Minnesota  and  Wiscon¬ 
sin  represent  the  two  large  areas  of  pre¬ 
dominately  “manufacturing  grade”  milk 
in  the  country.  Approximately  50  per¬ 
cent  of  the  total  manufacturing  grade 
milk  sold  off  farms  in  the  U.S.  is  pro¬ 
duced  in  these  two  States.  In  Minne¬ 
sota  about  80  percent  of  the  milk  sold 
off  farms  is  manufacturing  grade  while 
in  Wisconsin  it  amounts  to  65  percent 
of  the  milk  produced.  There  are  ap¬ 
proximately  900  plants  in  Wisconsin  that 
buy  manufacturing  grade  milk,  and  in 
Minnesota  there  are  about  425  such 
plants.  Competition  among  processors 
for  supplies  of  manufacturing  milk  is 
generally  strong  in  both  States. 
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Starting  in  January  1959  the  Agricul¬ 
tural  Estimates  Division  of  the  Depart¬ 
ment  began  publication  of  a  series  of 
prices  for  manufacturing  grade  milk, 
by  States,  each  month  in  the  Depart¬ 
ment’s  regular  publication,  “Agricultural 
Prices”.  At  the  time  of  the  hearing, 
preliminary  estimates  of  prices  paid  in 
each  State  for  a  given  month  were  be¬ 
ing  published  near  the  end  of  the  follow¬ 
ing  month.  The  prices,  so  published, 
are  not  available  in  time  for  use  in  de¬ 
termining  minimum  class  prices  under 
Federal  orders.  It  is  officially  noticed, 
however,  that  beginning  with  September 
1961  the  two-State  “Minnesota- Wiscon¬ 
sin  series”  has  been  published  on  or  be¬ 
fore  the  5th  day  of  the  month  following 
that  for  which  the  price  is  computed. 
This  series  is  available  for  use  in  pricing 
milk  under  Federal  orders  and  was 
adopted  for  this  purpose  in  the  milk 
order  for  the  Chicago  marketing  area 
(official  notice  taken)  effective  Septem¬ 
ber  1,  1961. 

Manufacturing  grade  milk  price  in¬ 
formation  for  Wisconsin  and  Minnesota 
is  collected  through  the  facilities  of  the 
Federal-State  Crop  Reporting  Office  in 
Madison  and  St.  Paul,  respectively.  This 
information  is  obtained  by  mail  ques¬ 
tionnaire.  Representatives  of  the  Agri¬ 
cultural  Estimates  Division,  although 
not  proponents  of  the  series  for  use  in 
pricing  milk  under  any  of  the  ten  Fed¬ 
eral  orders,  described  on  the  record  a 
new  statistical  technique  which  in  their 
judgment  as  statisticians  would  result  in 
a  representative  price  estimate  which 
could  be  announced  within  five  days 
after  the  end  of  the  month  for  which 
computed.  Reports  from  200-220  plants 
that  purchase  from  20  to  22  percent  of 
all  manufacturing  milk  in  the  State  of 
Wisconsin  are  available  each  month, 
while  in  Minnesota  reports  covering 
about  70  percent  of  all  producer  sales 
are  similarly  available.  These  prices,  as 
reported  for  the  preceding  month,  serve 
as  the  “benchmark”  for  computing  a 
combined  Minnesota -Wisconsin  average 
price  of  manufacturing  milk  for  the 
“current”  month  (month  for  which  the 
minimum  class  price  is  computed). 

The  price  change  from  the  “bench¬ 
mark”  month  to  the  current  month  is 
then  measured.  This  involves  collecting 
available  current  month  data  from  a 
“sample”  of  about  100  plants  in  the  two- 
State  area.  These  data  include  quanti¬ 
ties  of  milk  being  purchased,  pounds  of 
butterfat  and  total  dollars  paid  for  milk 
delivered  the  first  half  of  such  month. 
For  the  last  half,  to  the  extent  possible, 
individual  plant  estimates  are  furnished 
by  plant  managers.  On  the  basis  of 
these  data,  current  month  price  and  but¬ 
terfat  test  estimates  are  prepared. 

For  plants  in  each  state  separately, 
prices  and  tests  are  weighted  within  each 
product  group  (butter-nonfat  dry  milk, 
cheese,  evaporated  milk,  etc.)  by  the 
quantities  of  milk  purchased  from  farms 
to  obtain  weighted  averages  by  product 
groups.  This,  is  done  both  for  the  cur¬ 
rent  month  and  the  benchmark  month. 

Product  group  averages  are  then 
weighted  by  their  relative  importance  in 
the  state  total  to  obtain  a  statewide 
average  for  all  milk  of  manufacturing 


grade.  The  average  prices  and  butter- 
fat  tests  for  the  two  states  are  then  com¬ 
bined  in  to  ( a  weighted  average  price  and 
test  for  the  two-State  area. 

Industry  proponents  of  this  particular 
series  of  competitive  pay  prices  were 
satisfied  that  such  techniques  would  re¬ 
sult  in  a  representative  manufacturing 
milk  price  series  for  Minnesota  and  Wis¬ 
consin  plants.  They  maintained  further 
that  purely  local  conditions  are  no  longer 
an  adequate  basis  for  pricing  milk  in 
manufacturing  uses  and  that  inter¬ 
regional  relationships  of  prices,  which 
must  be  recognized,  would  be  recognized 
properly  through  use  of  such  series  for 
reserve  milk  pricing  in  the  Northeastern 
markets. 

It  is  concluded,  however,  that  although 
the  Minnesota-Wisconsin  series  is  satis¬ 
factorily  representative  of  the  pay  prices 
in  the  two-State  area  and  has  been 
adopted  already  for  Class  III  pricing  pur¬ 
poses  under  the  Chicago  milk  order,  it 
should  not  be  used  to  determine  the 
price  of  Class  III  milk  in  the  New  York- 
New  Jersey  market  at  the  present  time. 
Although  there  is  no  apparent  reason 
why  it  could  not  be  adapted  to  the 
pricing  of  reserve  milk  in  the  Northeast¬ 
ern  markets  with  equitable  results,  there 
is  no  urgency  which  should  deny  the 
industry  its  request  for  an  opportunity 
to  examine  the  series  in  use  and  to  com¬ 
pare  its  results  with  other  price  series 
and  formulas  which  are  available  for 
pricing  under  regulation. 

The  “U.S.  Average  Manufacturing 
Grade  Milk-Price  Series”  (hereinafter 
called  the  “U.S.  average  price”) ,  on  the 
other  hand,  has  been  published  continu¬ 
ously  since  1946  by  the  Department  and 
is  a  widely  known  and  accepted  series  of 
competitive  pay  prices.  It  is  published 
by  the  Agricultural  Estimates  Division  in 
“Agricultural  Prices”  on  a  preliminary 
basis  near  the  end  of  each  month.  In 


The  annual  U.S.  average  price  averages 
approximately  8  cents  below  the  Minne¬ 
sota-Wisconsin  series.  The  New  York- 
New  Jersey  annual  average  Class  III 
price,  on  the  other  hand,  was  higher  than 
the  U.S.  average  price  by  one  cent  in 
1956,  by  five  cents  in  1957,  by  three  cents 
in  1958,  and  by  three  cents  in  1959.  In 
1960,  however,  the  U.S.  average  price 
averaged  10  cents  higher  than  the  New 
York-New  Jersey  Class  III  price  for  the 
year. 

The  Boston  annual  average  Class  II 
price  was  lower  than  the  New  York-New 
Jersey  Class  III  price  by  three  cents  and 
one  cent  in  1956  and  1957,  respectively, 
but  in  1958  and  1959  the  Boston  Class 
II  price  averaged  four  cents  and  five 
cents,  respectively,  over  the  New  York- 


computing  this  average  price,  separate 
prices  are  first  determined  for  each  of 
the  three  principal  uses  covered,  i.e., 
butter-nonfat  dry  milk,  cheese  and 
evaporated  milk.  These  prices  are  then 
volume  weighted  according  to  the  rela¬ 
tive  quantities  of  manufacturing  grade 
milk  going  into  such  uses.  The  weights 
used  in  1960  were:  Butter,  43  percent; 
American  cheese,  39  percent;  and  evapo¬ 
rated  milk,  18  percent. 

It  is  the  “national  average”  price 
series  which  is  used  in  establishing  the 
parity  equivalent  for  manufacturing  milk 
and  therefore  is  directly  involved  in  the 
determination  of  support  prices  for 
dairy  products.  The  use  of  this  series 
in  computing  the  reserve  milk  prices  in 
the  Northeastern  markets  should  pro¬ 
vide,  therefore,  a  reasonable  and  equita¬ 
ble  basis  for  determining  appropriate 
monthly  price  changes. 

The  use  of  the  U.S.  average  price  as 
the  basis  for  pricing  reserve  milk  in  some 
of  the  fluid  milk  markets  in  the  North¬ 
eastern  area  is  well  established.  It  has 
been  the  basis  for  determining  the  value 
of  producer  milk  for  Class  II  uses  under 
Federal  regulation  in  the  New  England 
markets  regularly  (except  for  two 
months)  since  May  1,  1957.  Between 
1951  and  1957  the  U.S.  average  price 
shared  with  the  “Boston  weighted  aver¬ 
age  cream  price”  in  the  performance  of 
such  price  function. 

In  the  New  England  markets,  the 
annual  level  of  the  Class  II  price,  includ¬ 
ing  seasonal  adjustments,  averages 
(simple)  6.4  cents  per  hundredweight 
over  the  U.S.  average  price.  The  U.S. 
average  price,  the  Minnesota-Wisconsin 
series,  the  Boston  Class  II  prices,  the 
announced  New  York-New  Jersey  Class 
III  prices  and  the  Philadelphia  Class  II 
prices  per  hundredweight  may  be  com¬ 
pared  as  follows  on  a  3.5  percent  butter- 
fat  basis: 


New  Jersey  Class  III  price.  In  1960,  the 
Boston  Class  II  price  increased  to  a  level 
16  cents  over  the  New  York-New  Jersey 
Class  III  price. 

The  annual  average  Class  II  price  in 
the  Philadelphia  market  was  equal  to 
the  New  York-New  Jersey  Class  III  price 
in  1956  and  1959,  was  higher  in  1957  by 
eight  cents,  and  was  lower  in  1958  and 
1960  by  four  and  ten  cents,  respectively. 
The  Philadelphia  Class  II  price,  like  New 
York-New  Jersey  Class  III  price,  was 
higher  than  the  U.S.  average  price  dur¬ 
ing  the  period  from  1956  through  1959, 
except  for  1958  when  it  was  one  cent 
lower.  In  1960,  however,  it  declined  to  a 
level  20  cents  below  the  U.S.  average 
price. 


Annual  averages 


;  looo  i 

»  1959 

1958 

1957 

1956 

I 

$3.  12  | 

$3.  01 

$2.  99 

S3. 10 
3.05 

$3.06 

2.96 

Boston  Class  11  prices  12 . . . . 

3. 10 

3. 01 

2.98 

U.S.  Average  Price  Series  1 _ __  _ _ •_ _ 

3.04  j 

2.93 

2.  91 

3.01 

2.98 

New  York-New  Jersey  Class  111 2  2 . _ . . 

2.94  1 

2.90 

2.94 

3.06 

2.99 

Philadelphia  Class  II » ♦. . 

2.84  j 

2.96 

2.90 

3. 14 

2.99 

1  Adjusted  to  3.5  percent  butterfat  test  by  Boston  order  butterfat  differential. 

2  For  plants  located  201-210  miles  from  tlie  basing  point  in  the  marketing  area. 
1  Class  Ill  price  without  butter-cheese  differential. 

4  Adjusted  to  3.5  percent  by  Philadelphia  order  butterfat  differential. 
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During  the  four  years  1956-59  Class 
III  prices  in  the  New  York-New  Jersey 
market  averaged  about  3  cents  over  the 
U.S.  average  prices.  Only  in  1960  did 
the  Class  III  price  fall  substantially  be¬ 
low  U.S.  average  price  plus  the  6.4-cent 
differential  used  in  the  Boston  formula. 

Use  of  the  U.S.  average  price  as  the 
price  mover  will  tend  to  keep  Class  HI 
prices  in  consistent  relationship  to  the 
general  level  of  prices  being  paid  to 
fanners  for  manufacturing  milk.  Since 
the  U.S.  average  price  has  been  fairly 
consistently  8  cents  lower  than  the 
Minnesota-Wisconsin  series  on  an  annual 
basis,  the  resulting  New  York-New  Jersey 
Class  III  prices  in  the  201-210  mile  zone 
should  move  in  reasonable  relationship 
to  prices  in  Minnesota  and  Wisconsin. 

It  is  appropriate,  nevertheless,  to  con¬ 
tinue  seasonality  in  the  pricing  of  reserve 
milk  in  the  New  York-New  Jersey  market. 
During  the  late  winter  and  spring 
months  when  relatively  greater  quanti¬ 
ties  of  reserve  milk  are  available  and 
must  be  utilized  in  the  hard  or  storable 
products,  the  Class  in  price  should  be 
such  that  manufacturers  of  storable 
products  share  in  the  utilization  of  the 
available  supplies.  Manufacturers  of 
butter  and  Cheddar  cheese  should  not 
receive  a  preferential  price,  however, 
with  the  effect  that  much  of  the  com¬ 
petition  in  procurement  from  manufac¬ 
turers  of  soft  products  is  minimized  or 
eliminated.  The  latter  manufacturers, 
who  provide  a  year-round  outlet  for  re¬ 
serve  milk  should  not  be  disadvantaged 
in  procurement  in  the  months  of  sea¬ 
sonally  heavy  production  by  being  re¬ 
quired  to  pay  a  higher  price  than  butter 
and  cheese  manufacturers  during  these 
months. 

More  seasonality  in  the  pricing  of  re¬ 
serve  milk  than  is  contained  in  the  U.S. 
average  price  is  needed  in  the  North¬ 
eastern  markets  for  the  added  reason 
that  it  will  encourage  handlers  to  dis¬ 
pose  of  the  maximum  amount  of  milk 
in  Class  I  uses.  Prices  during  the  fall 
months  should  not  be  so  high  as  to  pro¬ 
hibit  the  necessary  operating  reserves 
of  milk  from  going  into  manufacturing 
uses,  but  nevertheless  should  be  at  such 
a  level  that  handlers  will  seek  Class  I 
sales  rather  than  to  use  the  milk  in 
manufacturing.  Further,  during  the 
fall  months  of  the  year,  when  the  supply 
of  milk  available  for  manufacturing  is 
used  to  a  greater  extent  in  the  produc¬ 
tion  of  nonstorable  (soft)  products,  the 
reserve  milk  price  under  the  orders 
should  reflect  also  this  higher-valued 
use. 

During  the  three-year  period  from 
January  1958  through  December  1960, 
the  New  York-New  Jersey  Class  in  price 
(other  than  butter  and  cheese)  devia¬ 
tion  between  the  highest  average 
monthly  price  and  lowest  average 
monthly  price  was  26  cents.  The  month 
with  the  lowest  three-year  average  price 
was  June  with  an  average  price  of  $2.80 
per  hundredweight.  November  was  the 
month  with  the  highest  three-year  aver¬ 
age  price  of  $3.06.  If  the  seasonal 
variation  in  the  price  of  milk  for  butter 
and  cheese  is  reflected  in  the  regular 
Class  m  price  (an  additional  14  cents 
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per  cwt.)  it  would  increase  the  season-1 
ality  of  the  Class  m  price  to  40  cents. 
A  range  in  the  Class  in  price  of  40  cents 
from  the  month  of  highest  price  to  the 
month  of  lowest  price  compares  with 
the  current  seasonal  range  of  46  cents 
in  the  Boston  Class  n  prices  during  the 
same  three-year  period.  The  monthly 
seasonal  adjustments  to  the  U.S.  aver¬ 
age  price  as  contained  in  the  current 
Boston  Class  II  formula  range  from 
minus  12  cents  during  the  month  of  May 
to  plus  17  cents  during  the  months  of 
August,  November,  and  December.  To 
bring  monthly  reserve  milk  prices  in 
the  northeastern  markets  more  nearly 
in  line  with  the  monthly  U.S.  average 
prices  and  the  prices  of  manufacturing 
milk  in  the  Midwest  than  has  been  the 
case  in  the  past,  a  small  reduction  in 
such  ranges  is  appropriate.  It  is  con¬ 
cluded  that  the  seasonal  adjustments  to 
be  applied  to  the  monthly  U.S.  average 
prices  (which  result  in  an  annual 
(simple)  average  level  5.4  cents  higher 
than  such  price)  should  be  as  follows: 


Jan_ 

_ $+0.8 

July _ 

__  $+0.08 

Feb-1 _ 

-  +.07 

Aug - 

-  +.16 

Mar 

_  .00 

Sept. 

+  11 

Apr 

_  —.04 

Oct  _ 

_  +.11 

May _ 

_  —.07 

Nov _ 

-  +.11 

June _ 

_ _  -.06 

Dec _ 

-  +.11 

These  seasonal  adjustments,  applied 
to  the  three-year  period  1958  through 
1960,  would  have  resulted  in  a  seasonal 
variation  in  prices  averaging  37  cents. 
The  resulting  monthly  prices,  on  the 
three-year  average,  would  have  varied 
from  the  average  of  Minnesota-Wiscon¬ 
sin  prices  by  the  following  amounts: 

Jan _  $0.  00  July _  $+0.  02 

Feb -  +.03  .  Aug _  +.09 

Mar _  — .  04  Sept _ _ _  .00 

Apr _  — .  09  Oct _  — .  01 

May _  —.15  Nov _  .00 

June _  —.14  Dec _  +.02 

These  monthly  variations  between  the 
reserve  milk  prices  in  the  Northeast  and 
the  Minnesota-Wisconsin  pay  prices  are 
reasonable  in  view  of  the  greater  sea¬ 
sonality  of  reserve  milk  available  in  the 
northeastern  markets  and  the  need  for 
channeling  milk  to  Class  I  uses  when 
needed. 

The  U.S.  average  prices  adjusted  by 
the  monthly  seasonal  adjustments  may 
be  compared  with  the  monthly  Class  in 
prices  which  have  existed  in  the  New 
York-New  Jersey  market.  In  the  follow¬ 
ing  table  are  shown  the  proposed 
monthly  prices  and  the  announced  Class 
m  prices  for  the  three-year  period  1958 
through  1960,  for  3.5  percent  milk,  f.o.b. 
plants  in  the  201-210  mile  zone. 


1958 

1959 

1960 

Proposed 

price, 

including 

seasonal 

adjust¬ 

ments 

N.Y.- 

N.J. 

class 

III> 

Proposed, 

minus 

N.Y.- 

N.J. 

Proposed 

price, 

including 

seasonal 

adjust¬ 

ments 

N.Y.- 

N.J. 

class 

IIIi 

Proposed, 

minus 

N.Y.- 

N.J. 

Proposed 

price 

including 

seasonal 

adjust¬ 

ments 

N.Y.- 

NJ. 

class 

in  i 

Proposed, 

minus 

N.Y.- 

NJ. 

January . 

$3.11 

$3.07 

$0.04 

$3.00 

$2.87 

$0.13 

$3.07 

$2.92 

$0.15 

February . 

3.09 

3.07 

.02 

3.03 

2.87 

.16 

3. 12 

2.91 

.21 

March . 

3.00 

3.02 

-.02 

2. 94 

2.85 

.09 

3.04 

2.88 

.16 

April . 

2.  79 

2.88 

-.09 

2.87 

2.84 

.03 

2.97 

2.88 

.09 

May . . . 

2.75 

2.79 

-.04 

2.80 

2.82 

-.02 

2.87 

2.83 

.04 

June _ 

2.76 

2.78 

-.02 

2.80 

2.80 

.00 

2.87 

2.82 

.05 

July.. . 

2.92 

2.87 

.05 

2.96 

2.91 

.05 

3.02 

2.89 

.13 

August . 

3.03 

2. 91 

.12 

3.05 

3.00 

.05 

3.14 

2.94 

.20 

September . . 

3.03 

3.00 

.03 

3.03 

3.12 

-.09 

3.21 

3.03 

.18 

October... . 

3.03 

2.94 

.09 

3.06 

3.12 

-.06 

3.24 

3.04 

.20 

November _ 

3.01 

2.93 

.08 

3.13 

3.18 

-.05 

3.29 

3.08 

.21 

December . 

3.07 

2.97 

.10 

3.12 

3.09 

.03 

3.28 

3.04 

.24 

Annual  average.. 

2.97 

2.94 

.03 

2.98 

2.96 

.02 

3.09 

2.91 

.15 

•  Does  not  include  butter-cheese  differential.  Butter-cheese  differential  prices  are  14  cents  less  than  class  III  prices 
during  the  months  of  March  through  June  and  10  cents  less  during  the  months  of  July  and  December  through  Febru¬ 
ary.  In  1958  only,  the  month  of  August  also  h3d  a  10-cent  butter-cheese  differential. 


The  monthly  seasonal  adjustments 
adopted  result  in  Class  m  prices  nearly 
identical  with  the  present  Class  ni 
prices  (other  than  butter  and  cheese) 
during  the  months  of  May  and  June 
over  the  three-year  period.  For  the 
months  of  April  and  July,  over  the  same 
period,  the  new  formula  yields  a  level 
of  prices  closely  related  to  prices  under 
the  present  Class  III  formula. 

During  the  late  summer,  fall  and  win¬ 
ter  months,  the  new  formula  results  in 
prices  which,  on  the  average  during  this 
three-year  period,  exceeded  actual  Class 
m  prices  by  somewhat  greater  amounts. 
It  is  during  these  months,  however,  when 
Class  in  milk  should  be  priced  at  a 
somewhat  higher  level  since  it  is  used 
mostly  in  higher-valued  products  and 
competitive  milk  and  milk  products  also 
carry  higher  prices.  The  higher  level 
is  needed  also  to  encourage  handlers  to 
utilize  the  milk  in  Class  I  outlets. 

The  new  formula  will  have  the  greatest 
effect  in  the  New  York-New  Jersey  mar¬ 


ket  upon  the  prices  for  milk  utilized  in 
the  manufacture  of  butter  and  cheese 
during  April  through  July.  During  April, 
May,  and  June  the  price  of  milk  used 
in  butter  and  cheese  will  be  increased 
14  cents  per  hundredweight  and  in  July, 
10  cents  per  hundredweight  plus  any  in¬ 
creases  that  apply  in  connection  with 
regular  Class  in  milk.  Over  the  three- 
year  period  1958-1960,  the  average  in¬ 
crease  in  the  regular  Class  III  price 
would  have  been  April,  $0.01;  May,  $0.01; 
June,  $0.01;  and  July,  $0.04. 

The  U.S.  average  price,  as  so  ad¬ 
justed  seasonally,  will  reasonably  reflect 
monthly  changes  in  the  value  of  milk 
for  the  particular  “product  mix”  of  re¬ 
serve  milk  in  the  Northeast. 

While  the  “product  mix”  reflected  in 
the  U.S.  average  price  represents  a  lower- 
valued  “product  mix”  than  that  generally 
prevailing  in  the  Northeast,  such  com¬ 
petitive  pay  price,  which  reflects  the 
value  of  milk  used  in  the  manufacture 
of  “hard  products”,  will  also  reasonably 
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reflect  changes  in  the  value  of  milk  used 
in,  or  to  manufacture  products  competi¬ 
tive  with,  the  “soft  products”  made  from 
manufacturing  milk  in  the  Northeast. 

The  U.S.  average  price  is  based  to  a 
substantial  degree  on  the  use  of  milk  for 
butter-nonfat  dry  milk  and  cheese. 
This,  however,  is  a  lower-valued  “prod¬ 
uct  mix”  than  the  “product  mix”  of  the 
Northeastern  markets,  which  consists 
largely  of  ice  cream,  ice  cream  mix,  cot¬ 
tage  cheese  and  other  “soft  products”, 
generally  considered  to  represent  higher¬ 
valued  outlets.  Manufacturers  of  "soft 
products”  and  handlers  of  cream  in  the 
major  production  areas  of  Minnesota 
and  Wisconsin  are  in  competition  with 
manufacturers  of  the  “hard  products” 
for  their  milk  supplies.  It  may  not  be 
reasonably  concluded  that  “soft  prod¬ 
uct”  manufacturers  in  either  the  North¬ 
east  or  Midwest  can  procure  milk  for 
less  than  competitive  “hard  product” 
manufacturers. 

It  is  butter-nonfat  dry  milk  and  cheese 
that  are  considered  the  residual,  or  mar¬ 
ginal,  uses  of  milk  both  nationally  and  in 
the  Northeast,  into  which  milk  must  And 
a  market  when  the  demands  for  the 
higher-valued  products  have  been  satis¬ 
fied.  As  previously  indicated,  the  U.S. 
average  price  is  the  basis  for  computa¬ 
tion  of  the  support  prices  for  butter,  non¬ 
fat  dry  milk  and  cheese  as  the  residual 
products  of  milk  nationally. 

In  opposing  competitive  pay  prices  for 
formula  uses,  New  York-New  Jersey 
handlers  maintained  that  it  is  the  local 
supply  and  demand  conditions  in  the 
regulated  market  that  are  the  con¬ 
trolling  statutory  factors  in  establishing 
prices  for  Class  m  milk  as  well  as  the 
prices  of  other  classes  under  the  order. 

In  its  decision  in  the  “United  States  v. 
Rock  Royal  Co-operative,  Inc.,  et  al.” 
case  relating  to  the  New  York  order  and 
the  classified  pricing  plan  provided 
therein  (official  notice  of  which  is  taken) , 
the  Supreme  Court  of  the  United  States 
recognized  that  the  products  made  from 
reserve  milk  in  the  New  York-New  Jersey 
market  not  only  are  affected  by,  but  also 
affect,  the  national  market  for  such 
products: 

“It  is  generally  recognized  that  the 
chief  cause  of  fluctuating  prices  and  sup¬ 
plies  is  the  existence  of  a  normal  sur¬ 
plus  which  is  necessary  to  furnish  an 
adequate  amount  for  ,peak  periods  of 
consumption.  This  results  in  an  excess 
of  production  during  the  troughs  of  de¬ 
mand.  As  milk  is  highly  perishable,  a 
fertile  field  for  the  growth  of  bacteria, 
and  yet  an  essential  item  of  diet,  it  is 
most  desirable  to  have  an  adequate  pro¬ 
duction  under  close  sanitary  supervision 
to  meet  the  constantly  varying  needs. 
The  sale  of  milk  in  metropolitan  New 
York  is  ringed  around  with  requirements 
of  the  health  departments  to  assure  the 
purity  of  the  supply.  Only  farms  with 
equipment  approved  by  the  health  au¬ 
thorities  of  the  marketing  area  and  oper¬ 
ated  in  accordance  with  their  require¬ 
ments  are  permitted  to  market  their  milk. 
More  than  sixty  thousand  dairies  located 
in  the  states  of  New  York,  Connecticut, 
Massachusetts,  Maryland,  New  Jersey, 
Pennsylvania  and  Vermont  hold  cer¬ 
tificates  of  inspection  and  approval  from 


the  Department  of  Health  of  the  City 
of  New  York.  More  than  five  hundred 
receiving  plants  similarly  scattered  have 
been  approved  for  the  receiving  and  ship¬ 
ping  of  grades  A  and  B  milk.  Since  all 
milk  produced  cannot  find  a  ready  mar¬ 
ket  as  fluid  milk  in  flush  periods,  the 
surplus  must  move  into  cream,  butter, 
cheese,  milk  powder  and  other  more  or 
less  nonperishable  products.  Since  these 
manufacturers  are  in  competition  with 
all  similar  dairy  products,  the  prices  for 
the  milk  absorbed  into  manufacturing 
processes  must  necessarily  meet  the 
competition  of  low-cost  production  areas 
far  removed  from  the  metropolitan  cen¬ 
ters.  The  market  for  fluid  milk  for  use 
as  a  food  beverage  is  the  most  profitable 
to  the  producer.  Consequently,  all  pro¬ 
ducers  strive  for  the  fluid  milk  market. 
It  is  obvious  that  the  marketing  of  fluid 
milk  in  New  York  has  contacts  at  least 
with  the  entire  national  dairy  industry. 
The  approval  of  dairies  by  the  Depart¬ 
ment  of  Health  of  New  York  City,  as  a 
condition  for  the  sale  of  their  fluid  milk 
in  the  metropolitan  area,  isolates  from 
this  general  competition  a  well  recognized 
segment  of  the  entire  industry.  Since 
these  producers  are  numerous  enough  to 
keep  up  a  volume  of  fluid  milk  for  New 
York  distribution  beyond  ordinary  re¬ 
quirements,  cut-throat  competition  even 
among  them  would  threaten  the  quality 
and  in  the  end  of  the  quantity  of  fluid 
milk  deemed  suitable  for  New  York  con¬ 
sumption.  Students  of  the  problem  gen¬ 
erally  have  apparently  recognized  a  fair 
division  among  producers  of  the  fluid 
milk  market  and  utilization  of  the  rest  of 
the  available  supply  in  other  dairy  staples 
as  an  appropriate  method  of  attack  for 
its  solution.  Order  No.  27  was  an  at¬ 
tempt  to  make  effective  such  an  arrange¬ 
ment  under  the  authority  of  the  Agri¬ 
cultural  Marketing  Agreement  Act.” 

Concern  was  expressed  also  by  New 
York-New  Jersey  handlers  that  any  in- 
crease  in  the  Class  III  price  would  tend 
to  raise  uniform,  or  blended,  prices  to 
producers,  stimulating  a  production  re¬ 
sponse  and  therefore  an  increase  in  the 
quantity  of  milk  to  be  used  in  Class  HI 
products.  It  was  contended  that  reserve 
milk  prices  might  well  be  reduced  some¬ 
what,  rather  than  increased,  in  order  to 
encourage  a  reduction  in  deliveries  of 
milk  by  producers  or  at  least  to  dis¬ 
courage  further  increases  in  deliveries. 

The  percentage  of  Class  HI  utilization 
is  such  that  for  any  given  change  in  the 
level  of  the  Class  in  prices  a  correspond¬ 
ing  change  in  uniform  prices  of  approxi¬ 
mately  40  percent  of  the  change  in  the 
Class  HI  price  will  result.  The  above 
contention  of  handlers  is  not  persuasive, 
however,  in  the  present  situation.  Cer¬ 
tainly  it  may  not  be  concluded  that  a 
price  for  milk  for  manufacturing  use 
only  slightly  above  the  national  level 
of  prices  for  ungraded  milk  would  be 
sufficient  to  encourage  an  adequate 
supply  of  high  quality  milk  as  needed  for 
the  New  York-New  Jersey  fluid  market. 
An  equitable  price  for  milk  for  manufac¬ 
ture  cannot  be  denied  simply  because 
it  might  result  in  some  increase  in  the 
blended  price,  and  particularly  so  when 
an  outlet  for  any  increased  supply  is 
available  under  the  price  support  pro¬ 
gram. 


Further  testimony  was  presented  to 
the  effect  that  Midwestern  milk  produc¬ 
tion  has  generally  contributed  far  more 
to  the  national  milk  surplus  than  has 
Northeastern  milk  production  since  milk 
used  in  manufactured  dairy  products, 
other  than  ice  cream,  in  the  eleven 
Northeast  states  amounts  to  only  5  per¬ 
cent  of  the  total  for  the  United  States. 
From  this  New  York-New  Jersey  handler 
representatives  argued  that  complete 
discounting  of  the  butter,  cheese  and 
nonfat  dry  milk  produced  in  the  North¬ 
east  would  leave  in  excess  nationally 
an  overwhelming  percentage  of  each  of 
the  surplus  commodities  purchased  by 
the  Government  for  price  support  pur¬ 
poses,  and  therefore,  that  the  national 
price  level  for  manufactured  milk  prod¬ 
ucts  is  little  affected  by  the  prevailing 
prices  for  manufacturing  milk  in  the 
Northeastern  markets,  particularly  the 
New  York-New  Jersey  market. 

Under  the  dairy  products  price  support 
program,  the  Federal  government  offers 
to  purchase  butter,  cheese  and  nonfat 
dry  milk  at  specified  prices.  These  prices 
are  established  at  a  level  which  will  re¬ 
flect,  on  the  nationwide  average,  a  spec¬ 
ified  percentage  of  parity  to  dairy  farm¬ 
ers  deemed  reasonable  under  national 
policy.  The  need  for  this  program  arises 
from  an  excess  of  milk  and  milk  prod¬ 
ucts  produced  in  the  United  States  over 
the  amounts  that  can  be  sold  through 
commercial  outlets  and  still  return  the 
appropriate  percentage  of  parity  prices 
to  farmers.  This  is  a  nationwide  pro¬ 
gram  as  equally  applicable  to  dairy  farm¬ 
ers  of  the  Northeast  as  to  those  in  any 
other  part  of  the  United  States.  Prod¬ 
ucts  such  as  butter,  cheese  and  nonfat 
dry  milk,  purchased  under  the  support 
price  program,  are  produced  in  sizeable 
quantities  in  the  Northeast  and  are  sold 
in  the  national  market  in  direct  competi¬ 
tion  with  similar  products  from  other 
parts  of  the  nation,  particularly  the 
Midwest. 

Government  support  purchases  dur¬ 
ing  the  5-year  period  from  1956  through 
1960  amounted  to  only  3.5  percent  (on 
a  milk  equivalent  basis)  of  the  total 
milk  produced  in  the  United  States  dur¬ 
ing  this  period.  (Official  notice  taken 
of  the  November  1961  issue  of  “The 
Dairy  Situation”  published  by  Economic 
Research  Service,  USDA,  page  41.) 

This  was  the  average  percentage  of 
the  national  milk  production  in  surplus 
which  indicated  the  need  for  support 
prices  in  order  that  reasonable  prices 
could  be  returned  to  farmers.  Under 
the  support  program,  it  is  immaterial 
where  the  largest  quantities,  or  percent¬ 
ages,  of  dairy  products  are  produced. 
It  is  of  great  significance  to  dairy  farm¬ 
ers,  however,  that  surpluses  of  dairy 
products  do  exist  and  that  these 
surpluses  can  undermine  the  entire 
structure  for  the  milk  used  in  their 
production. 

While  New  York-New  Jersey  handler 
representatives  maintained  that  manu¬ 
factured  products  made  from  Class  III 
milk  under  Order  No.  2  are  a  relatively 
insignificant  proportion  of  the  national 
surplus,  and  therefore  do  not  depress 
prices  to  other  processors  or  to  Midwest¬ 
ern  dairy  farmers,  such  handlers  never- 
th&ess  complained  strongly  concerning 
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competition  in  ice  cream  mix  from  a 
plant  regulated  under  the  Washington, 
D.C.,  order  which  sells,  in  terms  of  the 
entire  New  York-New  Jersey  ice  cream 
market,  a  very  minor  percentage  of  ice 
cream  mix  in  such  market,  contending 
that  sales  from  this  plant  demoralize 
the  price  structure  for  all  ice  cream  mix 
sales  in  Metropolitan  New  York  and 
Northern  New  Jersey, 

Both  grounds  cannot  be  accepted  as 
proper  basis  for  the  proposition  that 
no  substantial  change  should  be  made 
in  the  New  York-New  Jersey  Class  III 
price  level.  The  national  competition 
in  manufactured  dairy  products  is  not, 
in  our  view,  dissimilar  to  the  kind  of 
competition  in  Class  in  milk  products 
which  is  found  to  prevail  among  mar¬ 
kets  in  tho  Northeast. 

The  New  York-New  Jersey  handler 
proponents  of  the  continuance  of  the 
butter-nonfat  dry  milk  formula  re¬ 
quested  that  certain  prior  decisions  of 
the  Department  on  Order  No.  2  amend¬ 
ments  be  taken  into  account  as  further 
evidence  supporting  their  proposals  and 
for  denying  the  use  of  a  competitive  pay 
price  series  for  pricing  Class  III  milk. 
Official  notice  was  taken  at  the  hearing 
of  all  previous  decisions  and  order 
amendments,  as  they  affected  Class  III 
pricing,  back  to  and  including  the  deci¬ 
sion  leading  to  the  amendment  of  April  1, 
1949. 

Review  of  these  decisions  has  been 
made,  particularly  with  respect  to  (a) 
level  of  Class  m  prices;  and  (b)  impor¬ 
tance  and  justification  of  employing  but¬ 
ter  and  nonfat  dry  milk  prices  as  the 
monthly  movers  in  the  Class  III  price 
formula. 

In  several  of  these  previous  decisions, 
it  was  found,  on  the  particular  evidence 
under  review,  that  while  the  prices  paid 
at  unregulated  plants  were  a  reliable 
guide  for  determining  the  level  of  the 
Class  m  price,  the  product  prices  (but¬ 
ter  and  nonfat  dry  milk)  were  preferred 
to  reflect  month-to-month  changes  in 
the  value  of  products  made  from  Class 
III  milk,  or  which  could  be  substituted 
for  producer  milk  in  the  manufacture 
of  certain  Class  III  products. 

The  value  of  competitive  pay  prices  as 
an  appropriate  method  of  fixing  Class 
#III  prices  under  the  regulation  was  re¬ 
peatedly  recognized,  but  in  the  particu¬ 
lar  circumstances  shown  by  the  testi¬ 
mony,  it  was  concluded  in  the  several 
decisions  that  prices  of  products  which 
could  be  made  from  Class  III  milk,  or 
substituted  for  it,  should  be  given  pref¬ 
erence  as  the  basis  of  the  formula.  It 
is  noted,  however,  that  in  the  decision  of 
June  10,  1957,  the  Acting  Secretary  con¬ 
cluded  that,  “Dairy  product  prices  and 
yield  factors  employed  in  the  Class  m 
formula  are  designed  primarily  to  re¬ 
flect  changes  in  the  market  value  of 
products  made  from  Class  III  milk,  and 
purport  to  constitute  only  an  approxi¬ 
mation  of  the  actual  returns  to  handlers 
from  the  sale  of  products  made  from 
Class  III  milk ”  (emphasis  supplied) .  It 
is  clear  from  review  of  past  decisions 
that  although  the  product  price  type  of 
formula  was  retained  in  use,  the  trend 
and  level  of  price  which  it  had  produced, 
or  was  expected  to  produce,  had  been 


checked  against  the  “reliable  guide”  of 
prices  paid  by  unregulated  plant  opera¬ 
tors. 

It  is  noted  that  in  most  of  the  deci¬ 
sions  since  1949  relating  to  the  Class  m 
price  formula  in  Order  No.  2  the  Secre¬ 
tary,  in  determining  the.,  appropriate 
level  of  the  Class  III  price,  compared  it 
specifically  with  the  U.S.  average  price. 
The  U.S.  average  milk  price  series, 
therefore,  has  been  used  in  the  past 
either  directly  or  indirectly  in  determin¬ 
ing  the  level  of  the  reserve  milk  prices 
for  more  than  85  percent  of  the  producer 
milk  involved  in  this  hearing. 

In  the  present  hearing,  the  evidence 
presented,  taken  in  its  entirety,  repre¬ 
sented  a  broad,  almost  nationwide,  view¬ 
point  concerning  the  implications  on  the 
national  markets  for  dairy  products 
when  prices  in  the  Northeastern  mar¬ 
kets  for  milk  in  manufacturing  uses  tend 
to  depart  from  the  general  level  and 
trend  of  prices  to  dairy  farmers  generally 
for  milk  in  these  uses.  The  milk  used 
in  manufactured  products  under  these 
orders,  and  particularly  Order  No.  2, 
represents  significant  quantities.  The 
large  urban  areas  of  the  Northeast  rep¬ 
resent  principal  markets  for  manufac¬ 
tured  dairy  products  such  as  butter  and 
cheese  produced  in  other  parts  of  the 
nation.  Thus,  on  the  basis  of  the  evi¬ 
dence  presently  before  the  Secretary,  the 
pricing  of  reserve  milk  to  producers  in 
the  Northeastern  Federal  order  mar¬ 
kets  is  no  longer  a  matter  of  local  eco¬ 
nomic  interest  only  and  therefore  can¬ 
not  be  dealt  with  simply  in  local  terms. 

Issue  No.  2 

There  is  substantial  competition 
among  the  10  regulated  markets  of  the 
Northeast,  both  in  the  procurement  of 
milk  supplies  and  in  the  marketing  of 
milk  products  into  which  reserve  sup¬ 
plies  of  the  individual  markets  are  man¬ 
ufactured. 

Handlers  regulated  under  several  New 
England  orders  procure  producer  milk 
in  Eastern  New  York  State  in  competi¬ 
tion  with  handlers  regulated  by  the  New 
York-New  Jersey  order.  Located  in 
Washington  County,  New  York,  for  ex¬ 
ample,  are  plants  regulated  by  the  New 
York-New  Jersey,  Greater  Boston,  and 
Connecticut  milk  orders  which  draw  milk 
from  substantially  a  common  supply 
area.  In  the  past  a  Southeastern  New 
England  pool  handler  also  has  procured 
milk  in  this  county.  New  York-New 
Jersey  handlers  procure  milk  in  Vermont, 
the  major  supply  area  for  the  Greater 
Boston  market. 

In  Pennsylvania  there  are  five  coun¬ 
ties  in  which  there  are  plants  regulated 
by  the  Philadelphia  and  New  York -New 
Jersey  orders.  Handlers  regulated  by 
the  Philadelphia,  Wilmington,  and  $Iew 
York-New  Jersey  orders  are  in  direct 
procurement  competition  with  Upper 
Chesapeake  Bay  handlers.  Three  New 
York-New  Jersey  pool  plants  which  re¬ 
ceive  milk  from  producers  are  located 
in  Maryland  and  Delaware  and  74  such 
plants  are  located  in  Pennsylvania.  Six 
Philadelphia  producer  milk  (regulated) 
plants  are  located  in  Maryland  and  Dela¬ 
ware.  The  eastern  shore  of  Maryland, 
all  of  which  is  included  in  the  Upper 


Chesapeake  Bay  marketing  area,  is  part 
of  the  regular  supply  area  for  the  Phil¬ 
adelphia  and  New  York-New  Jersey 
markets  as  well  as  for  the  Upper  Chesa¬ 
peake  Bay  market. 

This  results-  in  considerable  overlap¬ 
ping  of  procurement  (milkshed)  areas 
for  the  10  Northeastern  markets. 

Handlers  regulated  by  the  various 
Northeastern  market  orders  compete  in 
the  distribution  of  most  products  manu¬ 
factured  from  the  markets’  reserve  sup-  • 
plies  of  producer  milk,  although  the 
principal  competition  is  in  the  so-called 
“soft  products”  (principally  cream,  con¬ 
densed  milk,  ice  cream,  ice  cream  mix 
and  cottage  cheese).  The  markets  for 
these  products  are  highly  competitive, 
with  a  considerable  degree  of  overlap¬ 
ping  of  sales  territories  among  markets. 

Products  manufactured  from  New 
York-New  Jersey  pool  milk  in  the  plants 
of  a  New  York-New  Jersey  handler  are 
distributed  from  New  York  City  to 
Florida,  with  added  distribution  there¬ 
from  throughout  the  major  cities  of 
the  Northeast.  These  include  cottage 
cheese,  cream  cheese,  and  yogurt. 

A  manufacturer  of  American-type 
cheese  operates  several  plants  in  New 
York  State  at  which  New  York-New 
Jersey  pool  milk  is  utilized.  The  same 
manufacturer  also  operates  a  plant  in 
Vermont  which  utilizes  Boston  order 
pool  milk.  Cheese  manufactured  at  all 
these  plants  is  marketed  through  a  cen¬ 
tral  distribution  facility  at  Philadelphia 
under  common  brand  both  in  conjunc¬ 
tion  with,  and  in  competition  with,  other 
cheese  manufactured  from  reserve  milk 
priced  under  Northeastern  orders  and 
cheese  manufactured  in  Midwestern 
states. 

A  principal  Boston  handler  distributes 
manufactured  milk  products  from  its 
Boston-regulated  plant  in  New  York 
State  in  direct  competition  with  prod¬ 
ucts  manufactured  from  New  York-New 
Jersey  pool  milk.  Several  New  England 
handlers  regularly  purchase  butterfat 
and  milk  solids  from  New  York-New 
Jersey  pool  plants  for  Class  H  milk  uses. 
Also,  New  England  handlers  sometimes 
depend  on  manufacturing  facilities  in 
New  York  State  as  an  outlet  for  seasonal 
surpluses  of  milk. 

A  manufacturing  milk  plant  at  Laurel, 
Maryland,  regulated  by  the  Washington, 
D.C.,  order,  distributes  manufactured 
products  in  Metropolitan  New  York  and 
New  Jersey  in  direct  competition  with 
New  York-New  Jersey  handlers.  The 
products  distributed  from  this  plant  are 
mainly  for  use  in  the  ice  cream  trade. 

A  New  York-New  Jersey  regulated 
handler  operates  an  unregulated  ice 
cream  plant  at  Woburn,  Massachusetts, 
in  the  Greater  Boston  marketing  area. 
The  principal  sources  of  butterfat  for 
this  plant  are  New  York-New  Jersey 
order  pool  plants. 

New  York  State  plants  are  regular 
sources  of  fluid  cream  (from  Class  HI 
milk)  for  both  the  Philadelphia  and 
Boston  markets.  Philadelphia  and  New 
York-New  Jersey  handlers  compete  for 
sales  in  a  common  market  for  manufac¬ 
tured  milk  products  in  southeastern 
Pennsylvania  and  in  southern  New 
Jersey. 
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The  record  does  not  indicate  that  local 
or  state  regulations  affecting  the  quality 
of  the  raw  milk  used  in  manufactured 
milk  products  in  the  markets  of  the 
Northeast,  operate  to  reduce  intermar¬ 
ket  competition  to  any  substantial  de¬ 
gree.  Some  manufacturers  compete  in 
products  which  have  “national”  markets 
(customarily  supplied  to  a  major  extent 
with  products  made  from  ungraded 
milk).  Insofar  as  health  requirements 
are  concerned  milk  from  other  fluid  mar¬ 
kets  or  processed  milk  products,  such 
as  butter,  condensed  milk,  or  nonfat  dry 
milk  purchased  in  the  open  market,  can 
be  substituted  in  manufacturing  milk 
operations,  such  as  ice  cream  processing. 

Several  regulated  plants  manufactur¬ 
ing  reserve  supplies  of  producer  milk  in 
these  fluid  markets  are  located  in  close 
proximity  to  the  large  population  centers 
of  the  Northeast;  particularly  is  this  true 
of  plants  regulated  by  the  New  England 
and  the  New  York-New  Jersey  orders. 
Also,  the  manufacturing  plant  at  Laurel, 
Maryland,  near  Washington,  D.C.,  and 
regulated  by  the  Washington  order,  is  as 
near  to  New  York  City  and  northern  New 
Jersey  as  are  many  manufacturing  plants 
regulated  by  the  New  York-New  Jersey 
order. 

The  marketing  problems  which  result 
when  reserve  milk  prices  in  these  fluid 
markets  are  out  of  line  were  clearly  il¬ 
lustrated.  In  late  1960  and  early  1961  an 
unusually  strong  “national”  market  for 
Cheddar  cheese  increased  the  U.S.  aver¬ 
age  prices,  and  consequently  Class  II 
prices  in  New  England  in  relation  to  re¬ 
serve  milk  prices  in  other  Northeastern 
markets  which  employ  formulas  based  on 
the  market  prices  for  butter  or  cream  and 
nonfat  dry  milk  in  pricing  reserve  milk. 

During  this  period  New  York-New  Jer¬ 
sey  handlers  were  successful  in  obtaining 
outlets  in  New  England  for  Class  m 
products,  particularly  fluid  cream  and  ice 
cream,  which  had  previously  been  sup¬ 
plied  by  New  England  handlers.  During 
this  period  also,  competition  from  New 
York-New  Jersey  handlers  resulted  in 
substantial  price  reductions  on  such 
products  in  New  England  markets  and 
placed  New  England  regulated  handlers, 
accounting  for  milk  at  the  Class  II  price 
under  their  respective  orders,  at  a  serious 
competitive  disadvantage  in  the  market¬ 
ing  of  manufactured  dairy  products  in 
their  local  markets. 

At  other  times,  particularly  in  the 
months  of  flush  production,  when  New 
England  Class  n  prices  have  been  sea¬ 
sonally  low  in  relation  to  the  New  York- 
New  Jersey  Class  III  price,  a  reverse 
competitive  condition  exists.  Also,  New 
York  manufacturers  sometimes  turn  at 
such  times  to  sources  in  New  England 
for  manufacturing  milk.  A  New  York 
manufacturer  testified  that  in  the  spring 
months  of  the  year,  New  England  coop- 
peratives  are  an  important  source  of 
cream  for  his  cream  cheese  plant  in 
Upper  New  York  State.  Use  of  New 
England  cream  in  New  York  manufac¬ 
turing  plants  in  these  circumstances 
tends,  of  course,  to  force  New  York-New 
Jersey  order  producer  milk  into  the 
lowest-valued  butter  and  cheese  uses, 
thereby  reducing  returns  to  New  York- 
New  Jersey  producers. 


Under  these  conditions  the  orderly 
marketing  of  reserve  supplies  of  pro¬ 
ducer  milk  calls  for  close  alignment 
of  surplus  prices  in  the  Northeastern 
regulated  markets.  Except  for  repre¬ 
sentatives  of  the  Philadelphia  handler 
association,  all  interested  parties  who 
presented  testimony  at  the  hearing,  sup¬ 
ported  a  high  degree  of  uniformity 
among  reserve  milk  prices  under  the  10 
Northeastern  orders. 

Because  of  the  varying  distances  of 
major  locations  of  procurement  competi¬ 
tion  to  the  basing  points  in  the  respec¬ 
tive  marketing  areas,  and  because  of 
somewhat  different  transportation  rates 
per  mileage  zone  contained  in  the  orders, 
an  identical  price  for  each  location  in 
each  milkshed  in  respect  of  the  basing 
point  at  which  the  price  is  announced 
may  not  be  achieved  for  each  of  the 
markets.  This,  however,  is  not  as  sig¬ 
nificant  as  achieving  at  this  time  rela¬ 
tively  close  alignment  of  prices  at  the 
principal  locations  of  procurement  com¬ 
petition. 

The  New  York-New  Jersey  market 
represents  the  largest  market  in  the 
Northeast.  Also,  the  New  York-New 
Jersey  market  is  the  only  market  which 
is  in  direct  competition  for  supplies  with 
nearly  all  of  the  9  other  markets  under 
consideration.  The  alignment  of  reserve 
milk  prices  under  the  five  New  England 
orders,  the  Philadelphia  and  Wilmington 
orders,  and  the  Upper  Chesapeake  Bay 
and  Washington  orders  should  be  fixed, 
therefore,  in  relation  to  Class  in  prices 
under  the  New  York-New  Jersey  order. 

Class  III  prices  under  the  New  York- 
New  Jersey  order  are  announced,  on  the 
basis  of  milk  of  3.5  percent  butterfat 
content,  at  plants  located  in  the  201-210 
mile  zone.  Class  II  prices  for  the  Boston 
order  also  are  announced  for  plants  lo¬ 
cated  in  the  201-210  mile  zone,  but  on 
3.7  percent  butterfat  basis.  These  are 
the  markets  with  the  largest  volumes  of 
reserve  milk  for  manufacture.  The  re¬ 
spective  Class  III  and  Class  II  prices 
under  these  orders  should  be  similar  at 
such  location  when  adjusted  to  a  com¬ 
mon  butterfat  test. 

The  Class  II  prices  under  the  four 
other  New  England  orders  (Connecticut, 
Southeastern  New  England,  Springfield, 
and  Worcester)  presently  are  announced 
f.o.b.  either  city  plants  or  other  basing 
points  in  the  respective  marketing  areas. 
The  announced  Class  II  price  under  each 
of  these  orders  is  the  Boston  Class  II 
price  plus  5.8  cents.  Practically  all  the 
manufacturing  facilities  associated  with 
these  four  orders  are  located  within  their 
marketing  areas.  The  current  align¬ 
ment  of  prices  among  these  orders,  and 
between  these  orders  and  the  Boston  or¬ 
der,  have  not  resulted  in  disruptive  mar¬ 
keting  conditions  and  no  reason  was 
presented  to  alter  this  relationship. 

The  .  transportation  differential  for 
Class  II  milk  under  the  Connecticut, 
Southeastern  New  England,  Springfield, 
and  Worcester  orders  (specified  in  the 
orders  as  “zone  price  differentials”)  re¬ 
duces  the  Class  n  prices  under  those 
orders  7  cents  per  hundredweight  for 
plants  located  in  the  201-210  mile  zone. 
This  compares  with  an  8-cent  differential 


for  such  distance  in  the  New  York-New 
Jersey  market.  A  plant  regulated  under 
the  Connecticut  order  and  in  the  121— 
130  mile  zone,  but  also  so  located  that 
if  it  were  subject  to  the  New  York-New 
Jersey  order  it  would  be  in  the  126-130 
mile  zone,  would  have  a  1.7  cents  lower 
Class  II  price  under  the  Connecticut 
order  than  it  would  have  Class  III  price 
if  the  plant  were  regulated  by  the  New 
York-New  Jersey  order. 

The  major  handler  association  in  the 
Philadelphia  market  maintained  that 
Class  II  prices  under  the  Philadelphia 
order  should  not  be  aligned  necessarily 
with  Class  III  prices  under  the  New 
York-New  Jersey  order  and  contended 
that  local  marketing  conditions  in  Phila¬ 
delphia  dictate  a  different  price  struc¬ 
ture.  It  was  argued  that  Philadelphia 
is  essentially  a  fluid  milk  market,  with 
Class  I  sales  amounting  to  74  to  76  per¬ 
cent  of  producer  receipts  each  year  from 
1949  through  1959.  Because  of  this  high 
Class  I  utilization,  they  contended  that 
the  seasonality  of  available  Class  n  milk 
in  the  market  is  high,  increasing  the  cost 
of  manufacture  under  order  No.  4. 

The  price  relationship  between  the 
New  York-New  Jersey  Federal  order  and 
the  Philadelphia  Federal  order  has 
varied  by  amounts  up  to  10  cents  per 
hundredweight  from  year  to  year.  The 
five-year  average  price  (1956-1960)  of 
Class  n  milk  under  the  Philadelphia 
order,  however,  was  less  than  the  New 
York-New  Jersey  Class  m  price  by  only 
1 .5  cents  per  hundredweight.  Over  time, 
therefore,  annual  price  differences  be¬ 
tween  these  orders  have  tended  to 
balance  out  so  that  the  long-term  dif¬ 
ferences  have  been  small. 

There  are  five  counties  in  Southeast¬ 
ern  Pennsylvania  (i.e.,  Chester,  Berks, 
Cumberland,  Franklin,  and  York),  in 
which  there  are  both  Philadelphia  and 
New  York-New  Jersey  pool  plants. 
These  plants  are  located  mainly  in  the 
70.1-140  mile  zone  as  set  forth  in  the 
Philadelphia  order.  The  plants  in  this 
area  subject  to  the  New  York-New  Jersey 
order  are  located  in  the  151-170  mile 
zone  from  the  basing  point  in  the  New 
York-New  Jersey  marketing  area. 

Philadelphia  price  announcements  are 
issued  by  the  market  administrator  f.o.b. 
plants  in  the  marketing  area  for  3.7  per¬ 
cent  milk.  The  applicable  location  dif¬ 
ferential  to  handlers  on  Class  n  milk  in 
the  70.1-140  mile  zone  is  a  minus  6  cents. 
The  comparable  price  under  the  New 
York-New  Jersey  order  at  plants  in  the 
151-170  mile  zone  is  the  Class  III  price 
in  the  201-210  mile  zone,  plus  two  cents. 
To  continue  the  close  price  alignment 
between  these  markets  the  price  for  Class 
n  milk  under  order  No.  4,  as  announced 
f.o.b.  plants  in  the  marketing  area,  for 
3.7  percent  milk  should  be  the  order  No. 
2  Class  III  price  as  announced  for  plants 
in  the  201-210  mile  zone  for  3.5  percent 
milk  (adjusted  to  a  3.7  percent  basis), 
plus  eight  cents. 

The  announced  Class  II  prices  for  the 
adjacent  Wilmington  market  are  iden¬ 
tical  with  the  announced  Class  n  prices 
under  the  Philadelphia  order.  Appro¬ 
priate  changes  made  herein  would  main¬ 
tain  that  same  relationship  on  the  find- 
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ings  previously  made  in  this  decision  as 
to  the  need  for  aligning  all  the  markets 
of  the  Northeast. 

There  are  three  order  No.  2  plants 
located  in  the  marketing  area  of  the 
Upper  Chesapeake  Bay  order.  These 
plants  are  located  in  the  151-170  mile 
zone  from  the  basing  point  in  the  New 
York-New  Jersey  marketing  area.  This 
mileage  zone  has  a  transportation  dif¬ 
ferential  on  Class  III  milk  of  plus  two 
cents  over  the  201-210  mile  zone  price. 

It  is  appropriate,  therefore,  that  the 
Class  II  price  under  the  Upper  Chesa¬ 
peake  Bay  order  be  set  at  two  cents 
over  the  Class  III  price  for  3.5  percent 
milk  in  the  201-210  mile  zone  under  the 
New  York-New  Jersey  order. 

The  Class  II  price  formula  effective  in 
the  Upper  Chesapeake  Bay  order  (also 
effective  in  the  Washington,  D.C.,  order) 
yielded  Class  n  prices  which,  on  the  an¬ 
nual  average  in  1960,  were  two  cents  per 
hundredweight  more  than  the  New  York- 
New  Jersey  Class  in  prices  in  the  201- 
210  mile  zone. 

Thus,  it  is  reasonable  that  the  Class 
II  price  level  for  the  Upper  Chesapeake 
Bay  market  continue  in  about  the  same 
relationship  to  New  York-New  Jersey 
Class  III  prices  as  in  the  past.  In  view 
of  the  direct  and  close  competition  in 
procurement  between  the  Upper  Chesa¬ 
peake  Bay  market  and  the  Washington, 
D.C.,  market,  and  the  absence  of  indi¬ 
cation  in  the  record  that  the  past  price 
relationship  between  such  adjacent  mar¬ 
kets  has  caused  procurement  or  market¬ 
ing  difficulties,  the  same  price  formula 
should  be  adopted  also  for  the  Washing¬ 
ton,  D.C.,  market. 

While  a  close  alignment  of  prices 
among  the  10  markets  is  appropriate,  it 
is  recognized  that  minor  price  differences 
among  the  markets  will  continue  because 
of  the  varying  location  adjustment,  or 
transportation,  rates  contained  in  the 
respective  orders  (the  Upper  Chesa¬ 
peake  Bay  and  Washington,  D.C.,  orders 
do  not  provide  for  any  plant  location 
adjustment  for  Class  II  milk).  Align¬ 
ment  within  the  limits  provided  by  the 
evidence  represents  a  substantial  nar¬ 
rowing  of  past  price  differences  among 
the  markets,  however,  and  will  tend  to 
promote  the  orderly  marketing  of  milk. 
It  would  not  be  reasonable  to  delay  the 
action  proposed  on  the  basis  that  minor 
differences  resulting  from  variations  in 
location  adjustments,  which  were  not 
under  consideration  at  the  hearing, 
would  disrupt  orderly  marketing. 

In  the  interest  of  maintaining  the 
closest  possible  alignment  of  reserve  milk 
prices  in  the  10  Northeastern  markets, 
the  attached  amendments  have  deleted 
all  references  to  “cream  prices”  in  the 
computation  of  Class  II  prices  under  the 
five  New  England  orders  and  the  Phila¬ 
delphia,  Wilmington,  Upper  Chesapeake 
Bay  and  Washington  orders. 

The  U.S.  average  price  is  reported  on 
the  basis  of  the  average  butterfat  con¬ 
tent  of  the  milk  covered.  This  butterfat 
test  varies  from  month  to  month.  Since 
the  class  prices  under  Federal  orders  are 
announced  on  a  specified  percentage  of 
butterfat  content,  the  U.S.  average  price 
should  be  adjusted  to  that  butterfat  test 


on  which  the  price  is  announced  in  the 
paricular  market. 

Prices  under  order  No.  2  are  based 
upon  milk  containing  3.5  percent  butter¬ 
fat  content.  The  method  to  be  used  in 
converting  the  U.S.  average  price  to  a  3.5 
percent  basis  should  be  as  follows :  Sub¬ 
tract  for  each  one-tenth  of  one  percent 
of  average  butterfat  content  above  3.5 
percent,  or  add  for  each  one-tenth  of  one 
percent  of  average  butterfat  content  be¬ 
low  3.5  percent,  an  amount  per  hundred¬ 
weight  which  shall  be  calculated  by  the 
market  administrator  by  multiplying  by 
0.125  the  average  of  the  daily  prices, 
using  the  midpoint  of  any  range  as  one 
price,  for  Grade  A  (92-score)  butter  at 
wholesale  in  the  New  York  market  as 
reported  for  the  period  between  the  16th 
day  of  the  preceding  month  and  the 
15th  day,  inclusive,  of  the  current  month 
by  the  Department  of  Agriculture. 

A  similar  method  should  be  used  in 
converting  the  U.S.  average  price  as  ap¬ 
plied  to  the  nine  other  Federal  orders 
involved.  In  those  markets,  which  base 
their  announced  prices  on  3.7  percent 
butterfat,  “3.7”  should  be  used  in  the 
above  method  of  computation  in  lieu  of 
“3.5”. 

The  butterfat  differentials  used  in 
adjusting  the  prices  of  reserve  milk  vary 
considerably  among  the  10  markets.  For 
example,  the  Boston,  Springfield  and 
Worcester  Federal  orders  provided  for  an 
annual  average  butterfat  differential  of 
7.5  cents  per  point  Yio  percent  of  butter¬ 
fat)  in  1958.  The  New  York-New  Jersey 
butterfat  differential  was  7.1  cents,  and 
the  Philadelphia  and  Wilmington  butter¬ 
fat  differentials  averaged  7.0  cents,  per 
point  for  the  same  year.  Between  such 
three  New  England  orders  and  the 
Philadelphia  and  Wilmington  orders 
there  was  a  difference  of  0.5  cent  per 
point.  In  1959,  the  difference  between 
the  high  and  the  low  annual  average 
butterfat  differentials  in  such  markets 
was  0.6  cent,  and  in  1960  it  was  0.7  cent. 

The  monthly  variations  among  the 
orders  have  been  greater  than  the  yearly 
average  differences.  For  February  1961, 
the  month  in  which  the  largest  variation 
occurred,  the  Connecticut  butterfat 
differential  was  8.0  cents  per  point  while 
the  butterfat  differential  under  each  of 
the  Philadelphia,  Upper  Chesapeake 
Bay,  Washington,  D.C.,  and  Wilmington 
orders  amounted  to  6.8  cents,  a  difference 
of  1.2  cents  per  point. 

Establishing  uniformity  in  butterfat 
differentials  on  milk  for  manufacturing 
uses  in  Federal  order  markets  in  the 
Northeast  also  will  assist  in  minimizing 
differences  in  prices  to  handlers  under 
the  different  orders. 

It  will  assist  also  in  future  comparisons 
of  class  prices  among  the  markets,  re¬ 
ducing  confusion  as  to  the  proper  basis 
for  such  comparisons.  Today,  price 
comparisons  may  vary  depending  upon 
which  butterfat  differentials  are  used  in 
adjusting  individual  market  prices  to 
a  common  butterfat  test.  Prices  com¬ 
pared  may  vary  by  as  much  as  one  or 
two  cents  per  hundredweight  depending 
upon  the  particular  butterfat  differen¬ 
tials  used.  An  example  of  this  is  that 
for  May  and  June  1960,  conversion  of 
the  Boston  Class  n  prices  from  3.7  per¬ 


cent  to  3.5  percent  by  use  of  the  Boston 
butterfat  differential  results  in  Boston 
Class  II  prices  lower  than  the  New  York- 
New  Jersey  Class  HI  prices  (May — Bos¬ 
ton  $2,822,  New  York-New  Jersey  $2.83; 
June — Boston  $2,814,  New  York-New 
Jersey  $2.82).  If,  however,  New  York- 
New  Jersey  Class  III  prices  are  converted 
from  a  3.5  percent  basis  to  3.7  percent, 
using  the  New  York-New  Jersey  butter¬ 
fat  differential,  the  Boston  Class  II 
prices  exceed  the  New  York-New  Jersey 
Class  III  prices  for  such  months  (May — 
Boston  $2.97,  New  York-New  Jersey 
$2,966;  June — Boston  $2.96,  New  York- 
New  Jersey  $2,954).  Although  the  dif¬ 
ferences  in  the  prices  arrived  at  by  the 
two  methods  are  relatively  small  in  this 
example,  such  comparisons  were  used  in 
the  testimony  to  reach  divergent  conclu¬ 
sions. 

For  the  purpose,  therefore,  of  obtain¬ 
ing  the  best  possible  alignment  of  reserve 
milk  prices,  it  is  concluded  that  the  Class 
III  butterfat  differential  under  the  New 
York-New  Jersey  order  and  the  Class  II 
butterfat  differentials  under  the  Phila¬ 
delphia,  Pennsylvania,  Upper  Chesa¬ 
peake  Bay,  Wilmington,  Delaware,  and  * 
Washington,  D.C.,  orders  should  be  com¬ 
puted  in  the  same  manner  as  the  pro¬ 
ducer  butterfat  differential  contained  in 
the  Boston,  Southeastern  New  England, 
Springfield,  and  Worcester  orders.  Such 
differential  is  within  the  range  of  dif¬ 
ferentials  currently  in  effect  in  the  10 
markets.  This  is  also  the  same  butterfat 
differential  used  to  convert  the  UB.  av¬ 
erage  price  to  a  3.5  precent  butterfat 
basis  under  the  respective  orders. 

The  time  period  used  in  computing  the 
average  of  the  daily  prices  for  Grade  A 
(92-score)  butter  at  wholesale,  under  the 
New  York-New  Jersey,  Philadelphia, 
Wilmington,  Upper  Chesapeake  Bay,  and 
Washington  orders  has  been  changed 
from  a  monthly  basis  to  “the  period  be¬ 
tween  the  16th  day  of  the  preceding 
month  to  the  15th  day,  inclusive,  of  the 
current  month”.  This  conforming 
change  is  desirable  to  make  the  butterfat 
differentials  for  reserve  milk  under  all 
10  of  the  orders  the  same. 

A  further  conforming  change  is  neces¬ 
sary  to  insure  that  the  butterfat  differ¬ 
ential  provision  of  the  Connecticut  order 
will  be  aligned  with  those  in  the  other 
markets.  The  Connecticut  order,  like 
the  four  other  New  England  orders,  does 
not  contain  butterfat  differentials  for 
the  separate  classes  of  milk  as  such  but 
provides  for  a  single  (producer)  butter¬ 
fat  differential  which,  in  effect,  is  ap¬ 
plicable  to  each  of  the  classes.  Unlike 
the  other  New  England  markets,  how¬ 
ever,  the  present  Connecticut  producer 
butterfat  differential  is  rounded  to  the 
nearest  cent  rather  than  to  the  nearest 
tenth  of  a  cent.  In  order  to  make  all 
butterfat  differentials  affecting  the  value 
of  reserve  milk  identical,  the  Connecticut 
butterfat  differential  would  be  rounded 
to  the  nearest  one-tenth  of  a  cent  rather 
than  to  the  nearest  full  cent.  This  is  ap¬ 
propriate  since  the  difference  in  such 
“rounding”  methods  could  result  in  a 
possible  maximum  difference,  up  or 
down,  of  0.5  of  a  cent  per  point  of  butter¬ 
fat  (5  cents  per  pound  of  butterfat) 
changing  the  relative  butterfat  and  skim 
milk  values  in  producer  milk  by  as  much 
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as  2.5  cents  per  hundredweight  of  the 
skim  milk  portion  of  the  producer  milk 
When  the  butterfat  content  varies  5 
points  from  the  standard.  Such  change 
thus  will  place  the  Connecticut  market 
on  equal  terms  with  the  other  markets 
in  the  month-to-month  disposition  of  re¬ 
serve  milk.  Over  time  there  should  be 
little  difference  in  the  average  butterfat 
differential  value  resulting  from  the  two 
methods  of  rounding. 

The  provisions  of  the  Springfield  and 
Worcester,  Massachusetts,  orders  regard¬ 
ing  Class  n  prices  and  butterfat  differen¬ 
tials  do  not  contain  specific  formula 
language,  but  instead,  refer  to  the  ap¬ 
propriate  provisions  of  the  Boston  order 
since  the  formula  language  would  be 
identical  with  that  of  the  Boston  market. 
It  is  not  necessary,  therefore,  to  amend 
these  two  orders  as  a  result  of  this  hear¬ 
ing.  The  new  formula,  however,  carries 
to  these  orders  on  the  basis  of  their  pres¬ 
ent  relationship  to  the  Boston  order. 

Issue  No.  3 

It  is  concluded  that  the  proposed  sepa¬ 
rate  pricing  of  “excess”  surplus  milk 
utilized  in  manufactured  dairy  products 
by  or  for  the  account  of  an  “incorporated 
marketing  agency”  of  producer  coopera¬ 
tive  associations,  and  sold  to  the  Com¬ 
modity  Credit  Corporation  under  the  na¬ 
tional  price  support  program,  should  not 
be  adopted. 

Three  of  the  major  producer  groups 
operating  primarily  in  the  New  York- 
New  Jersey  market  submitted  a  proposal 
for  the  separate  pricing  of  milk  mar¬ 
keted  under  the  following  conditions: 

( 1 )  The  handler  has  refused  to  receive 
milk  because  he  is  unwilling  to  account 
for  it  at  the  minimum  prices  under  the 
order; 

(2)  The  milk  has  been  marketed  by  or 
for  the  account  of  an  incorporated  mar¬ 
keting  agency  formed,  controlled  and  op¬ 
erated  by  cooperatives,  either  qualified 
for  cooperative  payments  under  the  New 
York-New  Jersey  order  or  qualified  for 
marketing  services  under  one  of  the  other 
Northeastern  orders  (at  the  hearing,  this 
was  modified  to  include  cooperatives 
qualified  under  the  orders  for  voting  pur¬ 
poses)  ;  and 

(3)  The  milk  is  marketed  for  such 
agency  under  the  Government  price  sup¬ 
port  program  for  dairy  products. 

Such  milk  was  described  by  proponents 
as  “excess”  surplus  milk  and  is  so  termed 
for  the  discussion  herein. 

The  classifications  price  for  the  pro¬ 
ducer  milk,  so  marketed,  would  be  com¬ 
puted  at  the  net  price  received  by  the 
agency  after  deduction  of  its  expenses. 

The  general  objectives  of  such  pro¬ 
posals,  as  stated  by  proponents,  are:  (1) 
to  clear  the  market  of  all  “excess”  sur¬ 
plus  by  utilizing  the  product  outlets  of 
the  national  dairy  price  support  pro¬ 
gram,  <2)  to  obtain  higher  returns  for 
milk  in  other  Class  III  uses,  and  (3)  to 
improve  the  bargaining  position  of  the 
cooperative  associations. 

Although  the  general  objectives  apply 
to  all  the  proposals,  the  method  or  ap¬ 
proach  differed.  Proponents  of  proposals 
3  and  5  in  the  notice  would  provide  only 
for  enabling  language  in  the  orders  to 
establish  and  operate  such  a  marketing 
agency.  Proposal  3  would  apply  to  all 


the  Northeastern  Federal  milk  orders 
and  complementary  New  York  and  New 
Jersey  State  orders.  Proposal  5  would 
apply  to  all  the  Northeastern  Federal 
milk  orders,  companion  New  York  and 
New  Jersey  State  orders,  and  other 
Northeastern  state  milk  orders  as  well. 
Proposal  14  would  limit  the  agency’s  op¬ 
eration  to  the  New  York-New  Jersey 
market  and  it  also  specifies  more  detailed 
operating  conditions  which  such  an 
agency  would  be  required  to  meet. 

In  order  to  achieve  the  general  ob¬ 
jectives  outlined,  an  additional  use- 
category  without  a  specific  price  or  price 
formula  is  proposed  for  the  disposition 
of  producer  milk  under  the  above- 
described  conditions.  The  marketing 
agency  would  market  the  excess  surplus 
milk  and  would  compute  a  “net”  price 
after  processing,  and  handling  costs  are 
deducted.  Such  net  price  would  be  used 
each  month  in  computing  the  pool  obli¬ 
gation  on  such  milk.  By  being  marketed 
in  this  manner  it  was  contended  that 
the  milk  would  be  insulated  from  com¬ 
petition  with  milk  marketed  in  normal 
commercial  channels. 

The  marketing  agency  proposals  were 
prompted  by  certain  other  proposals 
which  would  change  the  basis  and  level 
of  pricing  surplus  milk  in  the  New  York- 
New  Jersey  and  other  Northeastern  Fed¬ 
eral  order  markets.  It  was  contended 
that  if  Class  III  milk  prices  under  Order 
No.  2  are  to  be  increased,  there  is  need 
to  provide  additional  mechanics  for  the 
disposal  of  both  “tail-end”  quantities  of 
surplus  milk  which  handlers  do  not  ac¬ 
cept  and  of  such  increased  quantities  of 
milk  as  might  be  induced  by  a  higher 
Class  in  price  level  which  might  not  be 
wanted  by  proprietary  handlers.  It  was 
the  position  of  proponents  of  proposals 
3  and  5  that  the  expense  associated  with 
a  "guaranteed”  alternative  market  for 
excess  surplus  milk  should  be  shared  by 
producers  of  all  regulated  markets  in 
the  Northeast  region. 

Proponents  generally  envisage  a  mar¬ 
keting  agency  established  and  incorpo¬ 
rated  by  those  cooperative  associations 
which  meet  any  of  the  following  condi¬ 
tions:  are  qualified  for  “cooperative  pay¬ 
ments”  under  Order  No.  2,  are  qualified 
to  receive  deductions  from  monies  due 
producer  members  as  provided  by  the 
marketing  services  provisions  contained 
in  the  other  Federal  milk  orders  of  the 
Northeast  where  such  provisions  are  ef¬ 
fective,  or  meet  the  requirements  of  the 
“Capper-Volstead”  Act. 

As  described  by  proponents,  the  or¬ 
ganizational  structure  of  the  marketing 
agency  would  be  determined  entirely  by 
the  participating  cooperatives.  Each 
participating  cooperative  would  be  rep¬ 
resented  on  the  governing  board  of  the 
agency  as  a  matter  of  right.  Voting  rep¬ 
resentation  of  the  participating  coopera¬ 
tives  on  the  board  would  be  left  to  the 
by-laws  adopted  by  the  agency.  It  was 
the  expressed  intent,  particularly  as  to 
proposals  3  and  5,  to  keep  the  jurisdic¬ 
tional  powers  of  the  Secretary  at  a  mini¬ 
mum  in  the  formation  and  operations  of 
the  agency. 

The  cooperative  marketing  agency 
would  establish  an  office  apart  from 
those  of  participating  cooperatives.  The 
agency,  in  disposing  of  excess-surplus 


milk,  presumably  would  guarantee  an 
“alternative”  market  for  producers. 
However,  at  least  one  proponent  testified 
that  a  cooperative  marketing  agency  of 
this  kind  should  not  be  required  to  ac¬ 
cept  all  the  milk  referred  to  it. 

Handlers  who  are  unwilling  to  account 
for  a  quantity  of  Class  HI  milk  at  the 
minimum  (formula)  Class  HI  price  es¬ 
tablished  by  the  order  could  utilize  the 
agency  to  market  such  milk.  In  prac¬ 
tice,  a  handler  would  notify  the  coopera¬ 
tive  marketing  agency  in  advance  that 
certain  milk  is  not  wanted.  The  coopera¬ 
tive  marketing  agency  would  negotiate 
with  the  handler  to  process  the  milk,  or 
would  arrange  for  its  delivery  to  another 
plant  for  processing.  In  the  first  in¬ 
stance,  the  cooperative  marketing  agency 
and  the  handler  would  negotiate  a  han¬ 
dling  allowance  to  the  handler  for  serv¬ 
ices  performed  in  receiving,  weighing 
and  testing  the  milk.  Certain  of  the 
proponents  would  limit  this  allowance  to 
not  more  than  17  cents  per  hundred¬ 
weight  of  milk.  To  the  extent  that  this 
amount  would  be  insufficient  to  cover  the 
actual  cost  of  these  services  at  a  particu¬ 
lar  plant,  such  plant  would  make  a  con¬ 
tribution  to  the  cost  of  the  “rescue”  op¬ 
eration  performed  by  the  cooperative 
marketing  agency.  Another  proponent 
would  limit  the  handling  allowance  to 
the  actual  costs  involved  plus  6  percent, 
or  17  cents  per  hundredweight,  which¬ 
ever  is  less.  Any  plant  accepting  milk 
from  the  cooperative  marketing  agency 
would  contract  to  take  it  for  a  stated 
period  of  time  with  the  guarantee  that 
the  products  made  from  such  milk  would 
be  acceptable  for  purchase  by  the  gov¬ 
ernment  under  the  national  price  sup¬ 
port  program.  Full  processing  and 
transport  costs  would  be  allowed  in  ad¬ 
dition  to  the  negotiated  allowance  for 
receiving  and  testing. 

Certain  basic  operating  conditions 
stated  in  connection  with  proposal  14  in 
the  hearing  notice  were  (1)  the  coop¬ 
erative  marketing  agency  must  market 
all  the  milk  offered  to  it  if  the  handler 
certifies  to  the  market  administrator 
that  his  handling  of  the  milk  involved 
would  be  unprofitable  at  prevailing  order 
prices,  and  (2)  the  market  administra¬ 
tor  could  not  approve  such  certification 
if  the  handler  increased  his  total  volume 
by  adding  producers  to  his  payroll  or  by 
otherwise  obtaining  milk  from  producers 
who  had  delivered "  previously  to  other 
markets.  The  latter  condition  would  re¬ 
quire  the  market  administrator  to  verify 
the  alleged  unprofitability  in  handling 
by  the  proprietary  handler.  The  obliga¬ 
tion  on  the  cooperative  marketing  agency 
to  take  the  milk  from  such  handler 
would  be  dependent  on  such  determina¬ 
tion  and  verification.  It  is  not  clear 
from  the  testimony,  however,  whether 
such  unprofitability  has  reference  to  the 
total  operations  of  the  handler,  or  to 
certain  aspects  of  handling. 

Having  negotiated  a  handling  charge, 
and  arranged  for  milk  to  be  processed  at 
a  plant,  the  cooperative  marketing 
agency  would  notify  the  handler  from 
whom  the  milk  was  taken  of  the  “net” 
price  at  which  the  milk  should  be  ac¬ 
counted  for  under  the  order.  Unless 
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the  cooperative  marketing  agency,  or 
“clearing  house”,  operated  facilities  of  its 
own  as  a  handler,  accountability  to  the 
pool  would  be  accomplished  through  the 
handler  for  whom  the  milk  is  marketed. 
Such  net  price  would  be  the  amount  re¬ 
ceived  by  the  agency  less  handling, 
transportation  and  overhead  expense. 
The  net  price  necessarily  would  be  a 
preliminary  figure  subject  to  subsequent 
adjustment  depending  on  the  overhead 
expense  of  the  cooperative  marketing 
agency,  as  finally  determined  by  the 
agency. 

The  proposals  recognized  the  desira¬ 
bility  of  disclosure  of  the  financial  opera¬ 
tions  of  the  cooperative  marketing 
agency.  One  proposal  would  vest  ac¬ 
counting  responsibility  in  the  market  ad¬ 
ministrator.  The  specific  means  for 
auditing  agency  operations  were  not  in¬ 
dicated  in  connection  with  the  other 
proposals. 

Proponents  contend  that  existing  milk 
manufacturing  facilities  are  sufficient  in 
the  New  York-New  Jersey  market  and  in 
other  markets  of  the  Northeast  to  ac¬ 
commodate  all  quantities  of  milk  likely 
to  be  handled  by  the  cooperative  mar¬ 
keting  agency.  Proponents  do  not  pre¬ 
clude,  however,  the  acquisition  by  the 
agency  of  its  own  processing  facilities 
for  the  specified  purposes.  At  least  one 
proponent  stated  the  position  that  the 
operations  of  the  cooperative  marketing 
agency  could  generate  the  funds  there¬ 
for  if  such  facilities  were  deemed  neces¬ 
sary.  The  main  objective  of  such  an  ac¬ 
quisition  would  be  to  place  producers  in 
position  to  compete  favorably  with  effi¬ 
cient  Midwestern  plants  processing  but¬ 
ter  and  nonfat  dry  milk. 

The  principal  effects  of  the  proposals 
would  be  to  (1)  establish  a  limited  use- 
classification  for  “excess”  surplus  milk 
without  a  corresponding  fixed  minimum 
price,  or  specific  method  for  fixing  min¬ 
imum  prices,  which  all  handlers  shall 
pay,  (2)  create  a  cooperative  marketing 
agency  to  market  the  milk  accounted  for 
in  such  use,  (3)  permit  handlers  to  avoid 
payment  of  the  prevailing  Class  III  milk 
price  on  a  portion  of  their  receipts,  and 
(4)  assess  to  all  producers  in  the  market 
the  costs  incurred  in  marketing  excess 
surplus  milk. 

The  concept  of  equalizing  among  pro¬ 
ducers  the  returns  from  the  sale  of  their 
milk  is  contained  in  all  the  Federal  milk 
marketing  orders  in  the  Northeast  either 
by  marketwide  pooling  or  through  indi¬ 
vidual-handler  pools,  as  provided  by  the 
statute.  Such  equalization  is  dependent 
upon  the  minimum  value  of  the  milk 
utilized  by  handlers.  This  minimum 
value  is  determined  from  the  specific 
methods  for  fixing  the  minimum  class 
prices  established  by  the  respective  or¬ 
ders.  Classified  pricing  is  fundamental 
to  such  equalization. 

Since  the  proposed  cooperative  mar¬ 
keting  agency  would  arrive  at  prices  for 
milk  disposed  of  from  time  to  time  as 
individual  quanties  of  “excess”  surplus 
milk  on  the  basis  of  negotiation  of  the 
receiving  and  processing  costs  associated 
therewith,  such  prices  under  Order  No.  2, 
or  any  of  the  other  orders  in  the  North¬ 
east,  normally  would  not  be  uniform 
among  all  handlers  because  of  the  varia¬ 


tions  resulting  from  separate  negotia¬ 
tions.  An  “open-end”  plan  of  negotiat¬ 
ing  different  prices  with  various  han¬ 
dlers  for  individual  lots  of  milk  does  not 
provide  assurance  of  uniform  applicabil¬ 
ity  to  all  handlers. 

The  preliminary  nature  of  the  net 
price  which  the  proposed  agency  would 
determine  could  prevent  or  unduly  de¬ 
lay  the  fixing  of  a  specified  time  at  which 
payment  shall  be  made  for  milk.  In 
large  measure,  the  success  of  equalization 
revolves  around  a  “producers”  fund 
which  is  solvent  and  to  which  all  con¬ 
tribute  in  accordance  with  a  formula 
equitably  determined  and  of  uniform  ap¬ 
plicability.  Failure  by  handlers  to  meet 
their  obligations  promptly  would 
threaten  the  whole  scheme.  Even  tem¬ 
porary  defaults  by  some  handlers  could 
work  unfairness  to  others,  encourage 
wider  noncompliance,  and  engender 
doubt  and  distrust  which  could  dislo¬ 
cate  delicate  economic  arrangements. 
None  of  the  proposals  under  considera¬ 
tion  contemplated  full  payment  for  the 
milk  involved  within  the  periods  for  pay¬ 
ment  provided  by  the  several  Northeast 
orders. 

Discussion  of  the  problems  of  deter¬ 
mining  appropriate  Class  IH  milk 
prices  under  Order  No.  2  is  contained 
in  exhibits  14-19  of  the  record.  These 
exhibits  have  been  referred  to  earlier  as 
the  “Clark  study”,  a  marketing  research 
project  sponsored  by  the  Department. 
This  study  concludes,  among  other 
things,  that  the  price-making  agency 
might  find  it  feasible  and  desirable  to 
control  the  physical  handling  of  “excess” 
surplus  milk  by  operating  its  own  proc¬ 
essing  facilities,  or  by  designating  one 
or  more  firms  within  the  industry  to  act 
in  its  behalf  to  dispose  of  milk  not  wanted 
by  handlers,  so  that  the  pricing  agency 
in  setting  the  general  price  level  for 
Class  in  milk  under  Order  No.  2  would 
not  need  to  be  concerned  with  the  pos¬ 
sibility  of  some  milk  remaining  unsold. 
We  believe  this  suggestion  was  predi¬ 
cated  on  the  assumption  that  the  pric¬ 
ing  agency  would  have  the  authority  and 
responsibility  of  assuring  that  all  the 
milk  produced  finds  a  market. 

While  such  authority  and  responsi¬ 
bility  are  not  provided,  the  Secretary  is 
required,  on  the  other  hand,  to  fix  classi¬ 
fication  prices  or  methods  of  pricing 
which,  in  meeting  specific  criteria,  must 
be  at  a  level  in  the  public  interest.  The 
problem  involved  in  achieving  this  result 
when  delegation  of  such  responsibility 
is  involved  was  described  in  a  final  de¬ 
cision  issued  August  13,  1954,  by  the 
Assistant  Secretary  relating  to  proposed 
amendments  to  Order  No.  2,  official 
notice  of  which  is  taken.  At  that  time 
the  proposal  was  a  “flexible”  pricing 
plan,  with  a  general  objective  somewhat 
similar  to  that  underlying  the  present 
marketing  agency  proposal.  The  pro¬ 
posal  at  that  time  would  have  authorized 
the  market  administrator  to  establish, 
within  prescribed  limits,  handling  allow¬ 
ances  to  handlers  in  connection  with  the 
disposition  of  surplus  milk.  A  condition 
of  the  1954  proposal  was  that  such  allow¬ 
ances  could  be  revoked  by  the  Secretary 
within  a  specified  time  period.  In  view 
of  this  proposed  “veto”  it  was  found 


that  the  prospect  of  obtaining  different 
decisions  than  might  be  arrived  at  by 
the  Secretary  would  be  indeed  remote  in 
any  situation  where  the  proposed  dele¬ 
gation  of  authority  tended  to  preclude 
the  Secretary  from  effectively  discharg¬ 
ing  the  responsibilities  for  the  fixing  of 
minimum  prices  to  producers  imposed 
upon  him  by  the  statute.  Thus,  the  1954 
decision  correctly  observed  that  the 
price-making  responsibility  vested  in  the 
Secretary  by  the  Act  must  not  be  ren¬ 
dered  ineffective  by  delegation.  In  denial 
of  the  proposal,  it  was  found  that  such 
an  arrangement  was  not  an  acceptable 
method  of  increasing  flexibility  in  the 
pricing  of  Class  III  milk.  A  difficulty 
similar  in  principle  is  involved  in  the 
present  proposal. 

It  is  concluded  that  none  of  the  pro¬ 
posals  to  establish  a  cooperative  market¬ 
ing  agency  to  market  “excess”  surplus 
milk  under  the  conditions  contemplated 
may  be  adopted. 

Rulings  on  proposed  findings  and  con¬ 
clusions  and  on  motions.  Briefs  and  pro¬ 
posed  findings  and  conclusions  were  filed 
on  behalf  of  certain  interested  parties. 
These  briefs,  proposed  findings  and  con¬ 
clusions  and  the  evidence  in  the  record 
were  considered  in  making  the  findings 
and  conclusions  set  forth  above.  To  the 
extent  that  the  suggested  findings  and 
conclusions  filed  by  interested  parties 
are  inconsistent  with  the  findings  and 
conclusions  set  forth  herein,  the  requests 
to  make  such  findings  or  reach  such  con¬ 
clusions  are  denied  for  the  reasons  previ¬ 
ously  stated  in  this  decision. 

Rulings  of  the  presiding  officer  to 
which  specific  objections  were  taken  in 
the  briefs  have  been  reviewed.  Objec¬ 
tions  were  raised  to  the  Presiding  Of¬ 
ficer’s  ruling  upon  the  following:  (1) 
denial  of  cross-examination  of  a  coopera¬ 
tive  association  representative  as  to  the 
circumstances  now  present  which  had 
not  been  considered  previously  by  the 
Secretary  in  prior  decisions  on  Class  III 
price  formula  proposals;  and  (2)  the  ex¬ 
clusion  of  testimony  in  support  of  re¬ 
vision  of  transportation  (location)  dif¬ 
ferential  rates  for  Class  n  or  HE  milk 
in  the  respective  orders  as  not  being 
within  the  scope  of  the  notice  of  hearing. 

In  compliance  with  §  900.9(b)  of  the 
rules  of  practice,  a  brief  was  filed  in 
which  it  was  maintained  that  the  Presid¬ 
ing  Officer  was  in  error  in  his  ruling  on 
the  admission  of  testimony  as  described 
in  (1)  above.  The  findings  and  conclu¬ 
sions  contained  herein  are  based  neces¬ 
sarily  upon  the  evidence  adduced  at  this 
hearing.  Official  notice  was  taken  of  the 
findings  and  conclusions  in  previous  de¬ 
cisions  (as  cited  in  the  hearing  record)  by 
the  Secretary,  however,  and  the  content 
thereof  taken  into  account  in  relation  to 
the  other  evidence  adduced  at  this 
hearing. 

The  motion  on  the  second  objection 
cited  above  was  supported  by  an  offer  of 
proof  under  §  900.8(d)  (6)  of  the  rules  of 
practice  (7  CFR  Part  900) .  In  compli¬ 
ance  with  §  900.9  (b)  of  the  rules  of  prac¬ 
tice,  a  brief  was  filed  by  the  interested 
party  which  requested  review  of  the 
.  Ruling  made  by  the  Presiding  Officer  to 
exclude  testimony  on  a  proposal  con¬ 
tained  in  the  Hearing  Notice  which  re- 
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ferred  to  coordination  of  transportation, 
or  plant  location,  differentials  in  all 
Northeastern  Federal  orders. 

Specifically,  this  proposal  would  es¬ 
tablish  a  new  method  of  rate  determina¬ 
tion  to  result  in  revised  zone  rate 
schedules  for  each  order  currently  con¬ 
taining  such  a  schedule  and  providing 
a  schedule  where  not  so  provided  by  the 
present  order.  In  ruling  on  the  admis¬ 
sion  of  testimony  on  such  proposal,  the 
Presiding  Officer  stated  his  view  that 
the  notice  would  permit  consideration 
of  the  coordination  of  transportation 
rates  now  in  effect  in  the  respective 
orders  in  relation  to  any  changes  made 
in  the  pricing  formulas  under  review, 
but  that  the  notice  did  not  permit  con¬ 
sideration  of  new  bases  for  the  determi¬ 
nation  of  rates.  The  Presiding  Officer 
granted  the  motion  of  those  interested 
parties  who  complained  that  the  notice 
was  inadequate  for  the  receipt  of  evi¬ 
dence  on  such  matter.  As  further  dis¬ 
cussed  in  this  decision,  the  relationship 
of  reserve  milk  prices  to  be  established 
by  the  amendments  proposed  herein 
takes  into  account  price  adjustments 
based  on  location. 

A  review  of  the  supporting  statements 
offered  and  rulings  of  the  Presiding 
Officer  on  these  motions  has  been  made. 
Such  rulings  are  hereby  affirmed. 

General  findings.  The  findings  and 
determinations  hereinafter  set  forth  are 
supplementary  and  in  addition  to  the 
findings  and  determinations  previously 
made  in  connection  with  the  issuance 
of  the  aforesaid  orders  and  of  the  previ¬ 
ously  issued  amendments  thereto;  and 
all  of  said  previous  findings  and  deter¬ 
minations  are  hereby  ratified  and  af¬ 
firmed,  except  insofar  as  such  findings 
and  determinations  may  be  in  conflict 
with  the  findings  and  determinations 
set  forth  herein. 

(a)  The  tentative  marketing  agree¬ 
ments  and  the  orders,  as  hereby  pro¬ 
posed  to  be  amended,  and  all  of  the 
terms  and  conditions  thereof,  will  tend 
to  effectuate  the  declared  policy  of  the 
Act; 

(b)  The  parity  prices  of  milk  as  de¬ 
termined  pursuant  to  section  2  of  the 
Act  are  not  reasonable  in  view  of  the 
price  of  feeds,  available  supplies  of  feeds, 
and  other  economic  conditions  which 
affect  market  supply  and  demand  for 
milk  in  the  marketing  areas,  and  the 
minimum  prices  specified  in  the  pro¬ 
posed  marketing  agreements  and  the 
orders,  as  hereby  proposed  to  be 
amended,  are  such  respective  prices  as 
will  reflect  the  aforesaid  factors,  insure 
a  sufficient  quantity  of  pure  and  whole¬ 
some  milk,  and  be  in  the  public  interest; 
and 

(c)  The  tentative  marketing  agree¬ 
ments  and  the  orders,  as  hereby  pro¬ 
posed  to  be  amended,  will  regulate  the 
handling  of  milk  in  the  same  manner 
as,  and  will  be  applicable  only  to  persons 
in  the  respective  classes  of  industrial 
and  commercial  activity  specified  in,  a 
marketing  agreement  upon  which  a 
hearing  has  been  held. 

Recommended  marketing  agreement 
and  order  amending  the  order.  The  fol¬ 
lowing  orders  amending  the  orders  regu¬ 
lating  the  handling  of  milk  in  the 


Greater  Boston,  Massachusetts;  New 
York-New  Jersey;  Philadelphia,  Penn¬ 
sylvania;  Southeastern  New  Eng¬ 
land;  Springfield,  Massachusetts;  Upper 
Chesapeake  Bay;  Washington,  D.C.; 
Worcester,  Massachusetts;  Wilmington, 
Delaware,  and  Connecticut  marketing 
areas,  respectively,  are  recommended  as 
the  detailed  and  appropriate  means  by 
which  the  foregoing  conclusions  may 
be  carried  out.  The  recommended  mar¬ 
keting  agreements  are  not  included  in 
this  decision  because  the  regulatory  pro¬ 
visions  thereof  would  be  the  same  as 
those  contained  in  the  respective  orders, 
as  hereby  proposed  to  be  amended; 

Amendments  to  Greater  Boston  Order 
Provisions 

1.  Delete  §  1001.41  and  substitute 
therefor  the  following: 

§  1001.41  Class  II  price. 

The  Class  n  price  per  hundredweight 
fit  plants  located  in  zone  21  shall  be 
determined  for  each  month  pursuant 
to  this  section. 

(a)  Adjust  the  average  price  for  milk 
for  manufacturing  purposes,  f .o.b.  plants 
United  States,  as  reported  on  a  prelimi¬ 
nary  basis  by  the  United  States  Depart¬ 
ment  of  Agriculture  for  the  month,  by 
subtracting  for  each  one-tenth  of  one 
percent  of  average  butterfat  content 
above  3.7  percent,  or  adding  for  each 
pne-tenth  of  one  percent  of  average 
butterfat  content  below  3.7  percent,  an 
amount  per  hundredweight  which  shall 
be  calculated  by  the  market  administra¬ 
tor  by  multiplying  by  0.125  the  average 
of  the  daily  prices,  using  the  midpoint 
of  any  range  as  one  price,  for  Grade  A 
(92-score)  butter  at  wholesale  in  the 
New  York  market  as  reported  for  the 
period  between  the  16th  day  of  the  pre¬ 
ceding  month  and  the  15th  day,  inclu¬ 
sive,  of  the  current  month  by  the  United 
States  Department  of  Agriculture. 

(b)  Adjust  the  result  obtained  in  par¬ 
agraph  (a)  of  this  section  by  the  amount 
shown  below  for  the  applicable  month: 

Amount  Amount 

Month:  (cents)  Month:  (cents) 

Jan -  +08  July _  +08 

Feb . +07  Aug . . +15 

Mar .  00  Sept .  +11 

Apr _  —04  Oct _  +11 

May_ . .  -07  Nov. .  +11 

June _ —06  Dec _  +11 

2.  Delete  §  1001.44  and  renumber 
§§  1001.45  and  1001.46  as  §§  1001.44  and 
1001.45. 

3.  Delete  present  §  1001.46(b)  and  sub¬ 
stitute  therefor  the  following  as  new 
§  1001.45(b) : 

(b)  He  shall  announce  the  Class  II 
price  on  or  before  the  5th  day  after  the 
end  of  each  month. 

4.  Replace  the  semicolon  in  §  1001.50 

(c)  with  a  period,  delete  from  such  para¬ 
graph  the  word  “and”,  and  delete 
§  1001.50(d). 

5.  Delete  §  1001.63  and  substitute 
therefor  the  following: 

§  1001.63  Butterfat  differential. 

Each  handler,  in  making  payments 
to  each  producer  for  milk  received  from 
him,  shall  add  for  each  one-tenth  of  one 
percent  of  average  butterfat  content 


above  3.7  percent,  or  deduct  for  each  one- 
tenth  of  one  percent  of  average  butter¬ 
fat  below  3.7  percent,  an  amount  per 
hundredweight  which  shall  be  calculated 
by  the  market  administrator  by  multi¬ 
plying  by  1.25  the  average  of  the  daily 
prices,  using  the  midpoint  of  any  range 
as  one  price,  for  Grade  A  (92 -score) 
butter  at  wholesale  in  the  New  York 
market  as  reported  for  the  period  be¬ 
tween  the  16th  day  of  the  preceding 
month  and  the  15th  day,  inclusive,  of  the 
current  month  by  the  United  States  De¬ 
partment  of  Agriculture  and  dividing  the 
result  by  10. 

Amendments  to  New  York-New  Jersey 
Order  Provisions 

1.  Amend  the  opening  paragraph  of 
§  1002.40  by  deleting  the  cross-reference 
“1002.44”  wherever  it  appears  and  sub¬ 
stitute  therefor  “1002.43.” 

2.  Amend  §  1002.40(b)  by  deleting 
“1002.46”  wherever  it  appears  and  sub¬ 
stitute  therefor  “1002.45.” 

3.  Delete  §  1002.40(e)  and  substitute 
therefor  the  following : 

(e)  For  Class  III  milk,  the  price  shall 
be  the  net  amount  determined  pursuant 
to  this  paragraph: 

(1)  Adjust  the  average  price  for  milk 
for  manufacturing  purposes,  f.o.b.  plants 
United  States,  as  reported  on  a  prelimi¬ 
nary  basis  by  the  United  States  Depart¬ 
ment  of  Agriculture  for  the  month,  by 
subtracting  for  each  one-tenth  of  one 
percent  of  average  butterfat  content 
above  3.5  percent,  or  adding  for  each 
one-tenth  of  one  percent  of  average  but¬ 
terfat  content  below  3.5  percent,  an 
amount  per  hundredweight  which  shall 
be  calculated  by  the  market  administra¬ 
tor  by  multiplying  by  0.125  the  average 
of  the  daily  prices,  using  the  midpoint 
of  any  range  as  one  price,  for  Grade  A 
(92-score)  butter  at  wholesale  in  the 
New  York  market  as  reported  for  the 
period  between  the  16th  day  of  the  pre¬ 
ceding  month  and  the  15th  day,  inclu¬ 
sive,  of  the  current  month  by  the  United 
States  Department  of  Agriculture. 

(2)  Adjust  the  result  obtained  in  sub- 
paragraph  (1)  of  this  paragraph  by  the 
amount  shown  below  for  the  applicable 


month : 

Amount 

Amount 

Month: 

(cents) 

Month : 

(cents) 

Jan _ 

_  +08 

July  __ 

_  +08 

Feb _ 

_  +07 

Aug — 

_  +15 

Mar _ 

__  _  00 

Sept  _  _ 

+  11 

Apr _ 

_  -04 

Oct _ 

_  +11 

May  — 

_  -07 

Nov — 

4-11 

June _ 

_  -06 

Dec.  _ 

.  +11 

.  4.  Amend  §  1002.41  by  deleting  the 
words  “and  Class  III”  immediately  fol¬ 
lowing  the  words  “Class  II”,  and  adding 
a  new  sentence  at  the  end  of  the  sec¬ 
tion  to  read  as  follows:  “The  minimum 
price  for  Class  III  milk  shall  be  plus  or 
minus,  for  each  one-tenth  of  one  percent 
of  butterfat  therein  above  or  below  3.5 
percent,  an  amount  computed  as  follows: 
Multiply  by  0.125  and  round  to  the  near¬ 
est  one-tenth  cent  the  simple  average 
of  the  daily  wholesale  selling  prices  per 
pound  (using  the  midpoint  of  any  price 
range  as  one  price)  reported  during  the 
period  between  the  16th  day  of  the  pre¬ 
ceding  month  and  the  15th  day,  in¬ 
clusive,  of  the  current  month  by  the 
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United  States  Department  of  Agriculture 
for  Grade  A  (92 -score)  bulk  creamery 
butter  in  th§  New  York  City  market.” 

5.  Amend  §  1002.42  by  deleting 
“1002.44”  in  the  last  sentence  im¬ 
mediately  preceding  the  table  and  sub¬ 
stitute  therefor  “1002.43”. 

6.  Delete  §  1002.43  in  its  entirety  and 
renumber  §§  1002.44,  1002.45  and  1002.46 
as  §§  1002.43,  1002.44  and  1002.45,  re¬ 
spectively. 

7.  Amend  present  §  1002.45  by  deleting 
“1002.46”  immediately  following  the 
words  “§§  1002.40  through”  and  sub¬ 
stituting  therefor  “1002.45”. 

8.  Amend  present  §  1002.46(b)  by  de¬ 
leting  subparagraphs  (3) ,  (7) ,  and  (8) ; 
by  renumbering  subparagraphs  (4),  (5), 
(6),  (9),  and  (10)  as  (3),  (4),  (5),  (6), 
and  (7) ;  and  in  present  subparagraph 
(4)  by  deleting  “1002.44”  and  substitut¬ 
ing  therefor  “1002.43”. 

9.  Amend  the  opening  paragraph  of 
§  1002.65  by  deleting  “1002.43”  immedi¬ 
ately  preceding  “1002.66”;  by  deleting 
paragraph  (e) ;  and  by  renumbering 
paragraphs  (f),  (g)  and  (h)  as  (e),  (f), 
and  (g). 

10.  Amend  §  1002.82  by  deleting  para¬ 
graph  (b)  and  renumbering  paragraph 
(c)  as  (b). 

11.  Amend  §  1002.83(b)  by  deleting 
“1002.44”  wherever  it  appears  and  sub¬ 
stituting  therefor  “1002.43”;  and  in  sub- 
paragraph  (3)  by  deleting  the  reference 
to  “§  1002.46(b)  (9)”  and  substituting 
therefor  “§  1002.45(b)  (6)”. 

12.  Amend  §  1002.84(b)  (3)  by  deleting 
“1002.44”  and  substituting  therefor 
“1002.43”. 

Amendments  to  Philadelphia  Order 
Provisions 

1.  Delete  §  1004.50(b)  and  substitute 
therefor  the  following : 

(b)  The  price  per  hundredweight  of 
Class  II  milk  shall  be  determined  for 
each  month  as  follows: 

(1)  Adjust  the  average  price  for  milk 
for  manufacturing  purposes,  f .o.b.  plants 
United  States,  as  reported  on  a  pre¬ 
liminary  basis  by  the  United  States  De¬ 
partment  of  Agriculture  for  the  month, 
by  subtracting  for  each  one-tenth  of  one 
percent  of  average  butterfat  content 
above  3.7  percent,  or  adding  for  each  one- 
tenth  of  one  percent  of  average  butter- 
fat  content  below  3.7  percent  an  amount 
per  hundredweight  which  shall  b#1  cal¬ 
culated  by  the  market  administrator  by 
multiplying  by  0.125  the  average  of  the 
daily  prices,  using  the  midpoint  of  any 
range  as  one  price,  for  Grade  A  (92- 
score)  butter  at  wholesale  in  the  New 
York  market  as  reported  for  the  period 
between  the  16th  day  of  the  preceding 
month  and  the  15th  day,  inclusive,  of  the 
current  month  by  the  United  States  De¬ 
partment  of  Agriculture;  and 

(2)  Adjust  the  result  obtained  in  sub- 
paragraph  (1)  of  this  paragraph  by  the 
amount  shown  below  for  the  applicable 


month : 

Amount 

Amount 

Month : 

(cents) 

Month : 

(cents) 

Jan _ 

_  +16 

July 

.  +16 

Peb _ 

-  +15 

Aug — 

_  +23 

Mar _ 

_  +06 

Sept  __ 

_  +19 

Apr _ 

_  +04 

Oct _ 

-  +19 

May _ 

_  +01 

Nov _ 

.  +19 

June _ 

_  +02 

Dec _ 

.  +19 
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2.  Delete  §  1004.51  and  substitute 
therefor  the  following: 

§  1004.51  Butterfat  differentials  to 
handlers. 

For  milk  containing  more  or  less  than 
3.7  percent  butterfat,  the  class  prices  for 
the  month  calculated  pursuant  to  §  1004.- 
50  shall  be  increased  or  decreased,  re¬ 
spectively,  for  each  one-tenth  of  one 
percent  variation  in  butterfat  content  by 
the  appropriate  rate,  rounded  in  each 
case  to  the  nearest  one-tenth  cent  de¬ 
termined  as  follows: 

(a)  Class  I  milk.  Divide  by  37  an 
amount  calculated  as  follows:  Add  all 
market  quotations  (using  the  midpoint 
of  any  weekly  range  as  one  quotation) 
of  prices  per  40-quart  can  of  fresh  sweet 
cream  of  bottling  quality  of  40  percent 
butterfat  content,  not  including  prices 
for  cream  carrying  special  municipal 
approvals,  reported  at  Philadelphia  for 
each  week  ending  within  the  month  by 
the  United  States  Department  of  Agri¬ 
culture,  divide  by  the  number  of  quota¬ 
tions,  subtract  $2.00,  divide  by  9.19: 
Provided,  That  such  butterfat  value  shall 
not  be  less  than  3.7  times  120  percent  of 
the  average  of  the  daily  wholesale  selling 
prices  for  Grade  A  (92 -score)  butter  at 
New  York  as  reported  by  the  United 
States  Department  of  Agriculture  for  the 
month  for  which  payment  is  to  be  made, 
less  18  cents. 

(b)  Class  II  milk.  Multiply  by  0.125 
the  simple  average  of  the  daily  whole¬ 
sale  selling  prices  per  pound  (using  the 
midpoint  of  any  price  range  as  one  price) 
reported  for  the  period  between  the  16th 
day  of  the  preceding  month  and  the  15th 
day,  inclusive,  of  the  current  month  by 
the  United  States  Department  of  Agri¬ 
culture  for  Grade  A  (92-score)  butter  in 
the  New  York  City  market. 

3.  Amend  §  1004.81  by  deleting  all  the 
words  following  the  word  “respectively” 
and  substituting  therefor  the  following 
“by  the  butterfat  value  computed  pur¬ 
suant  to  §  1004.51(a)  and  rounded  to  the 
nearest  full  cent.” 

Amendments  to  Southeastern  New 
England  Order  Provisions 

1.  Amend  §  1014.40(b)  by  deleting 
subparagraphs  (1),  (2),  (3)  and  that 
part  of  (4)  immediately  preceding  sub¬ 
division  (i) ;  and  renumbering  subdivi¬ 
sions  (i)  and  (ii)  as  subparagraphs  (1) 
and  (2). 

2.  Amend  subdivision  (ii)  of  §  1014.40 
(b)(4)  (renumbered  to  be  subparagraph 
(2) )  by  deleting  the  words  “subdivision 
(i)  of  this  subparagraph”  and  substitute 
therefor  “subparagraph  (1)  of  this  para¬ 
graph”,  and  by  deleting  the  monthly 
seasonal  adjustments  and  substituting 
therefor  the  following: 


Month : 

Amount 

Month: 

Amount 

Jan _ 

$0.  138 

July - 

+  $0. 138 

Feb _ 

+  .128 

Aug - 

+  .208 

Mar _ 

+  .058 

Sept _ 

+  .168 

Apr _ 

+  .018 

Oct _ 

+  .  168 

May _ 

—  .012 

Nov _ 

+  .  168 

June _ 

-.002 

Dec  ____ 

+  .  168 

3.  Amend  §  1014.61  by  deleting  the 
language  which  begins  “as  follows:  Sub¬ 
tract  52.5  cents” _ through  and  in¬ 

cluding  the  words  “the  butterfat  differ¬ 
ential  shall  be  determined”. 


Amendments  to  Upper  Chesapeake  Bay 
(Maryland)  Order  Provisions 

1.  Delete  §  1016.50(b)  and  substitute 
therefor  the  following: 

(b)  Class  II  price.  The  price  for  Class 
n  milk  shall  be  determined  for  each 
month  as  follows: 

(1)  Adjust  the  average  price  for  milk 
for  manufacturing  purposes,  f.o.b.  plants 
United  States,  as  reported  on  a  prelimi¬ 
nary  basis  by  the  United  States  Depart¬ 
ment  of  Agriculture  for  the  month,  by 
subtracting  for  each  one-tenth  of  one 
percent  of  average  butterfat  content 
above  3.5  percent  or  adding  for  each  one- 
tenth  of  one  percent  of  average  butter¬ 
fat  content  below  3.5  percent,  an  amount 
per  hundredweight  which  shall  be  cal¬ 
culated  by  the  market  administrator  by 
multiplying  by  0.125  the  average  of  the 
daily  prices,  using  the  midpoint  of  any 
range  as  one  price,  for  Grade  A  (92- 
score)  butter  at  wholesale  in  the  New 
York  market  as  reported  for  the  period 
between  the  16th  day  of  the  preceding 
month  and  the  15th  day,  inclusive,  of 
the  current  month  by  the  United  States 
Department  of  Agriculture;  and 
*  (2)  Adjust  the  result  obtained  in  sub- 
paragraph  (1)  of  this  paragraph  by  the 


amount  shown  below  for  the  applicable 
month : 

Month : 

Amount 

Month : 

Amount 

Jan  _ 

+$0. 10 

July  __ 

...  +$0.10 

Feb  _ 

+  .09 

Aug 

—  +.17 

Mar  _ 

+.02 

Sep  __ 

...  +.13 

Apr  _ 

—  .02 

Oct  __ 

...  +.13 

May _ 

-.05 

Nov  __ 

---  +.13 

June _ 

-.04 

Dec  __ 

—  +.13 

2.  Delete 

§  1016.51(b)  and 

substitute 

therefor  the  following : 

(b)  Class  II  milk.  Multiply  by  0.125 
the  simple  average  of  the  daily  wholesale 
selling  prices  per  pound  (using  the  mid¬ 
point  of  any  range  as  one  price)  reported 
for  the  period  between  the  16th  day  of 
the  preceding  month  and  the  15th  day, 
inclusive,  of  the  current  month  by  the 
United  States  Department  of  Agricul¬ 
ture  for  Grade  A  (92-score)  butter  in 
the  New  York  City  market. 

Amendments  to  Washington,  D.C.,  Order 
Provisions 

1.  Delete  §  1003.50(b)  and  substitute 
therefor  the  following: 

(b)  Class  II  price.  The  price  for 
Class  II  milk  shall  be  determined  for 
each  month  as  follows: 

(1)  Adjust  the  average  price  for  milk 
for  manufacturing  purposes,  f.o.b.  plants 
United  States,  as  reported  on  a  prelimi¬ 
nary  basis  by  the  United  States  Depart¬ 
ment  of  Agriculture  for  the  month,  by 
subtracting  for  each  one-tenth  of  one 
percent  of  average  butterfat  content 
above  3.5  percent,  or  adding  for  each  one- 
tenth  of  one  percent  of  average  butter¬ 
fat  content  below  3.5  percent,  an  amount 
per  hundredweight  which  shall  be  cal¬ 
culated  by  the  market  administrator  by 
multiplying  by  0.125  the  average  of  the 
daily  prices,  using  the  midpoint  of  any 
range  as  one  price,  for  Grade  A  (92- 
score)  butter  at  wholesale  in  the  New 
York  market  as  reported  for  the  period 
between  the  16th  day  of  the  preceding 
month  and  the  15th  day,  inclusive,  of 
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the  current  month  by  the  United  States 
Department  of  Agriculture;  and 

(2)  Adjust  the  result  obtained  in  sub- 
paragraph  (1)  of  this  paragraph  by  the 
amount  shown  below  for  the  applicable 


month : 
Month: 

Amount 

Month : 

Amount 

Jan _ 

~  +$0.10 

July 

._  +$0.  10 

Feb  ... 

...  +.09 

Aug  ... 

—  +.17 

Mar _ 

...  +.02 

Sept 

...  +.13 

Apr _ 

—.02 

Oct  ... 

...  +.13 

May _ 

...  —.05 

Nov  ... 

...  +.13 

June _ 

—  _  —.04 

Dec  ... 

-  +.13 

2.  Delete  §  1003.51(b)  and  substitute 
therefor  the  following: 

(b)  Class  II  milk.  Multiply  by  0.125 
the  simple  average  of  the  daily  wholesale 
selling  prices  per  pound  (using  the  mid¬ 
point  of  any  price  range  as  one  price) 
reported  for  the  period  between  the  16th 
day  of  the  preceding  month  and  the  15th 
day,  inclusive,  of  the  current  month  by 
the  United  States  Department  of  Agri¬ 
culture  for  Grade  A  (92-score)  butter 
in  the  New  York  City  market. 

Amendments  to  Wilmington  Order 
Provisions 

1.  Delete  §  1010.50(b)  in  its  entirety 
and  substitute  therefor  the  following: 

(b)  Class  II  milk.  The  Class  II  price 
per  hundredweight  shall  be  the  Class  II 
price  determined  each  month  pursuant 
to  §  1004.50(b)  of  the  Federal  order  reg¬ 
ulating  the  handling  of  milk  in  the  Phil¬ 
adelphia,  Pennsylvania,  marketing  area. 

2.  Delete  §  1010.51(b)  in  its  entirety 
and  substitute  therefor  the  following : 

(b)  Class  II  milk.  The  amount  per 
hundredweight  determined  for  each 
month  pursuant  to  §  1004.51(b)  of  the 


order  regulating  the  handling  of  milk  in 
the  Philadelphia,  Pennsylvania,  market¬ 
ing  area. 

Amendments  to  Connecticut  Order 
Provisions 

1.  Amend  §  1015.40  by  deleting  para¬ 
graph  (b)  and  renumbering  paragraph 
(c)  as  (b). 

2.  Amend  present  §  1015.40(c)  pre¬ 
ceding  subparagraph  (1)  to  read  as  fol¬ 
lows: 

The  Class  II  price  per  hundredweight 
shall  be  computed  for  each  month  as 
follows: 

3.  Amend  present  §  1015.40(c)  (2)  by 
deleting  the  monthly  seasonal  adjust¬ 
ments  and  substituting  therefor  the  fol- 


lowing : 

Month : 

Amount 

Month : 

Amount 

Jan _ 

H  $0. 138 

July _ 

-1  $0.  138 

Feb _ 

+  .128 

Aug - 

+  .208 

Mar _ 

+  .058 

Sept _ 

+  .168 

Apr _ 

+  .018 

Oct _ 

+  .  168 

May _ 

-.012 

Nov _ 

+  .  168 

June _ 

-.002 

Dec _ 

+  .168 

4.  Amend  §  1015.61  by  deleting  the 
language  which  begins  as  follows:  “Sub¬ 
tract  52.5  cents” _ through  and  includ¬ 

ing  the  words  “the  butterfat  differential 
shall  be  determined”  and  by  deleting 
the  last  two  w’ords  in  the  section,  “near¬ 
est  cent”  and  substituting  therefor  the 
following  “nearest  one-tenth  cent”. 

Signed  at  Washington,  D.C.,  on  Janu¬ 
ary  22,  1962. 

Orville  L.  Freeman, 

Secretary. 

[F.R.  Doc.  62-901;  Filed.  Jan.  25,  1962; 

8:49  a.m.] 


